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pioneer contributions of the 
nineteenth-century German econo- 
mist Johann Heinrich von Thiinen 
(1783-1850) to the development of the 
concept and technique of marginal anal- 
ysis place him in a rank of first impor- 
tance among economic thinkers. To the 
historian of economic thought hisintricate 
theories and his distinctive approach to 
economic analysis hold peculiar interest. 
He is original in developing an explicit 
general application of the marginal pro- 
ductivity concept to the theory of dis- 
tribution.' His deductive reasoning is 
supplemented by inductive analysis 


*In 1834, sixteen years before the publication of 
the second volume of Thiinen’s Der isolirte Staat, 
which contains the bulk of his theory of marginal 
productivity, the Irish economist Mountifort Long- 
field (1802-84) had applied a rough concept of mar- 
ginal productivity to the theory of interest-rate de- 
termination, pointing out that the general rate of in- 
terest depends upon the effectiveness in assisting 
labor of “that portion of capital which is employed 
with the least efficiency”’ or the “last portion of capi- 
tal brought into operation”; yet his version of the 
theory was neither refined nor generally applied 
(Lectures on Political Economy (Dublin: William 
Curry, Jr., & Co., 1834], pp. 186-99). The present 
writer has found no conclusive evidence to indicate 
whether Thiinen read and was influenced by the 
writings of Longfield or whether he developed his 
marginal concept independently. 


based in part upon extensive facts and 
figures gathered from his own experi- 
mental estate in Mecklenburg, and he 
combines surprisingly advanced modern 
concepts with orthodox Ricardian doc- 
trines. Yet Thiinen’s single published 
economic treatise, Der isolirte Staat, has 
not been widely read, owing perhaps to 
its voluminous proportions, to its formi- 
dable array of algebraic symbols, and, in 
the case of English-speaking students of 
economics, to the fact that it has never 
been translated into English. John Bates 
Clark and Alfred Marshall have recog- 
nized and praised Thiinen’s contribution 
to economic theory,? and a number of 
historians of economic doctrine refer 
briefly to some of his ideas;? but there is 

*Cf. J. B. Clark, The Distribution of Wealth 
(New York: Macmillan Co., n9r4), BP . 321-24; Al- 
fred Marshall, Memorials, ed. A.C (London: 
Macmillan & Co., 1925), pp. 23-23, 99-100, 359-60, 
412-13. 

3 Cf. Eugen von Béhm-Bawerk, Capital and In- 
terest, trans. William Smart (New York: Brentano’s, 
1922), pp. 164-73; L. H. Haney, History of Eco- 
nomic Thought (New York: Macmillan Co., 1913), 
PP. 279-90; Edmund Whittaker, A History of Eco- 
nomic Ideas (New York: Longmans, Green & Co., 
1943), PP. 546-47, 592; Edwin Cannan, A Review of 
Economic Theory (London: P. S. King & Son, 1929), 
pp. 260-61. 
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to the knowledge of the present writer 
no adequate English summary and dis- 
cussion of his more important theories.‘ 
Marshall comments as follows on Thii- 
nen’s work: 


I have long ago forgotten Cournot; and I may 
be wrong. But my impresson is that I did not 
derive so much of the substance of my opinions 
from him as from von Thiinen. Cournot was a 
gymnastic master who directed the form of my 
thought. Von Thiinen was a bona fide mathe- 
matician, but of less power: his blunder as to the 
natural wage is not of the same order as Cour- 
not’s little slips. But, to make up, he was a 
careful experimenter and student of facts and 
with a mind at least as fully developed on the 
inductive as on the deductive side. Above all he 
was an ardent philanthropist. .. . . And I loved 
von Thiinen above all my masters. Professor 
Fisher has cared for Cournot. I would that 
someone would care for von Thiinen. He should 
not, I think, be translated: but an abstract of 
his work should be given, with translations of a 
good deal of his second volume.’ 


In the pages which follow an attempt 
is made to reproduce as clearly and com- 
pletely as possible within the confines of 
a single article the principal theories of 
Thiinen relating to marginal analysis and 
the theory of distribution. After two 
brief sections dealing with Thiinen’s ex- 
planations of land rent, interest, and en- 
trepreneurs’ profit there follows a con- 
densed exposition of his theory of wage 
and interest rate determination. The pa- 
per ends with an evaluation of Thiinen’s 
theories in the light of modern economic 
doctrines. It should be noted at the out- 
set that Thiinen’s work deserves study 


4In 1895 H. L. Moore published an article in the 
Quarterly Journal of Economics on Thiinen’s theory 
of wages which includes some detailed analysis of 
his premises and arguments and an evaluation of the 
opinions of some earlier critics of Thiinen’s work, 
most of whom were German. Moore’s discussion is 

no means a complete treatment of Thiinen and 
fails either to bring out his real errors or to give due 
emphasis to his development of marginal analysis 
(Cf. H. L. Moore, “Von Thiinen’s Theory of Natural 
Wages,” Quarterly Journal of Economics, TX [1895], 
291-304, 388-408). 

5 Marshall, op. cit., pp. 359-60. 


less for the conclusions at which he ar- 
rives, some of which are absurd, than 
for its highly significant contribution to 
the development of new and more fruitful 
methods of analysis. 


THE “ISOLATED STATE” 

To simplify and clarify his analysis, 
Thiinen sets up a hypothetical model 
which he calls the “isolated state.” He 
describes this model as a state composed 
of a single large city located in the center 
of a broad plain which is all of equal fer- 
tility but void of navigable rivers and 
canals, the only means of transportation 
being the wagon. The inhabitants of the 
city supply the inhabitants of the sur- 
rounding country with manufactured ar- 
ticles in return for raw produce. Various 
kinds of agricultural products are grown 
in concentric circles around the city, the 
exact location at which each product is 
raised being determined by the cost of 
transporting it to the city. In the area 
nearest the city, for example, garden 
vegetables and fresh milk are produced, 
cultivation is intensive because of the 
high price of land, and soil fertility is 
maintained by the application of fer- 
tilizer rather than by allowing a part of 
it to lie fallow each year. Farther from 
the city, wheat is produced by the en- 
closure system; still farther wheat is pro- 
duced by the three-field system; and in 
the outermost circles the land is used for 
grazing. Surrounding the cultivated plain 
lies an impenetrable wilderness which 
separates the state from the rest of the 
world. The soil in the wilderness is as fer- 
tile as any other, and the limit of culti- 
vation is determined only by transporta- 
tion cost. It is further assumed that the 
“isolated state’”’ possesses mines near the 
city and that its population is constant.‘ 

Thiinen elaborates with minute and 


® Der isolirte Staat, I, 1-8, 229-41; II, Part I, 7-9; 
II, Part II, 1-2. 
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realistic detail upon the principles (in- 
cluding that of alternative cost) which 
govern the location of agricultural pro- 
duction, and with as much care he points 
out that his simplifying assumptions, 
like those of a controlled laboratory ex- 
periment in physics, are in many ways 
unrealistic and acknowledges the danger 
of generalizing the conclusions derived 
from such assumptions.’ He is too much 
concerned with supporting his theory 
with realistic detail and actual statistics 
to confine himself rigidly to his hypo- 
thetical model, and he therefore changes 
his assumptions and compares his theory 
with observed fact at frequent intervals. 
Nevertheless, the concept of the isolated 
state forms the nucleus for most of his 
theoretical discussion. 


THE THEORY OF LAND RENT 


Thiinen’s theory of land rent is based 
upon the same fundamental principles 
as that of Ricardo—differences in the 
value product of different units of labor 
and capital due to nonuniformity in land 
fertility or convenience of location and to 
the effects of intensive cultivation. He 
criticizes Adam Smith’s definition of 
land rent as that part of the value of the 
product of the estate which remains after 
the tenant farmer has paid wages and the 
other expenses of the farm and has taken 
the usual interest on his capital, on the 
ground that such a definition fails to dis- 
tinguish between the rent of the land it- 
self and the interest on capital invested 
in buildings, fences, and other improve- 
ments. Acknowledging that Ricardo had 
rectified Adam Smith’s error by confining 
the term “rent” to payment for the use 
of the “original and indestructible pow- 
ers of the soil,” Thiinen points out that 
the estate revenue (Gutsrente) must be 
subdivided into its two component parts 
—ground rent or land rent (Bodenrente 


1 Ibid., I, 268-69; II, Part I, 7, 10. 
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or Landrente) and interest on all capital 
invested in improvements. This distinc- 
tion is based upon long-run mobility. 
Capital will not be invested in the de- 
velopment of a new estate unless the 
prospective estate revenue is at least 
sufficient to yield a return on the in- 
vested capital at the current rate of in- 
terest, yet the estate may be brought 
into cultivation if the revenue is no more 
than this amount (i.e., if land rent proper 
is zero). If the revenue of an existing 
estate should fall, or if the current rate 
of interest should rise, the total estate 
revenue may fall short of the interest at 
the current rate on the capital invested 
in the estate. To the extent that estate 
revenue is less than interest on invested 
capital, the land rent is negative. In such 
circumstances the estate will continue 
under cultivation only until the capital 
invested in it can be withdrawn or dis- 
invested through undermaintenance. In 
short, the concept of land rent as a resid- 
ual can apply only to those qualities of 
the land itself which are strictly non- 
transferable, even in the long run.* 

In the isolated state, where all land is 
of equal fertility, estates located in the 
inner circles of cultivation yield a land 
rent by virtue of their relatively advan- 
tageous position with respect to the cen- 
tral city and the consequent lower cost of 
getting their produce to market. The 
price of wheat? in the central city is de- 
termined by the production plus trans- 
portation cost of obtaining wheat from 
the most distant estates whose product 
is required to bring the city’s supply of 
food to the necessary level. This cost de- 
pends upon the rates of wages and inter- 
est, which tend to maintain a uniform 


Ibid., I, 14-19. 


* Thiinen uses wheat as a representative agricul- 
tural product in discussing his theory of rent, but it 
is very clear that he does not regard it as the only 
commodity to which the theory applies. 


level throughout the state.'® Since the 
wheat produced on estates near the city 
and brought to market at low transpor- 
tation costs sells at the same price in the 
city as does wheat brought in from dis- 
tant estates at high transportation costs, 
the saving in transportation costs en- 
joyed by the more favorably situated 
estates constitutes their land rent. Land 
rent is zero on the most distant estates 
and increases steadily with decreasing 
distance from the market city." In the 
real world, differences in fertility as be- 
tween estates give rise to land rent in the 
same manner as do differences in loca- 
tion advantages. Thus, as a general rule, 
the land rent of an estate originates in 
the advantages enjoyed by that estate 
with respect to convenience of location 
or to soil quality as compared with other 
estates which must be cultivated to sup- 
ply the demand.” 

Thiinen recognizes a second origin of 
land rent in the phenomenon of dimin- 
ishing returns which accompanies in- 
creasingly intensive cultivation of a 
given area of land. As additional laborers 
and capital are applied to the cultivation 
of a given estate, each successive laborer 
together with the capital with which he 
is equipped adds a smaller increment to 

the total product of the estate. Since the 

value of the last added worker, which 

equals the increment of product value he 

produces minus the interest on the capi- 

tal he uses, determines the wage of all 

workers, there remains, in the case of 

each worker except the last employed, a 

surplus of product value over wages paid 

which forms the second basis for land 

rent. Rent arises from this source even 

though all land is equally well situated 

and of equal fertility, provided only that 


%© Der isolirte Staat, I, 223-27. 
Jbid., pp. 227-29; II, Part I, 7-9. 
% Ibid., I, 40-45, 225, 228; II, Part I, 7. 
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all such land is under cultivation.'* In 
illustration of this point, Thiinen as- 
sumes a plain of uniform fertility with a 
large number of small cities distributed 
evenly over it and surrounded by a sandy 
desert. Under these circumstances, land 
rent from the first cause—the differentia! 
advantage of some estates over others 
with respect to fertility or location— 
would be negligible, but rent from the 
second cause—the influence of increas- 
ing intensity of cultivation—would arise 
provided only that all the arable land 
has been taken into cultivation." 

Thiinen’s third component of land rent 
is the interest on capital invested in 
those improvements of the estate which 
once made can never be destroyed or 
separated from the soil.'s His inclusion of 
this element which appears at first to be 
in conflict with his earlier strict definition 
of land rent seems to be based upon the 
assumption that the improvements the 
interest of which is to be classed as land 
rent are, like land, wholly nontransferable, 
and that capital once invested in them can 
therefore command only a residual share 
of the product which may fall short of 
(but presumably could not exceed) the 
current interest rate. 


INTEREST AND ENTREPRE- 
NEURIAL PROFIT 


Criticizing Adam Smith and most of 
the other English writers for lumping to- 
gether as “profit” the interest on in- 
vested capital and the profit of the en- 
trepreneur,"® Thiinen makes a careful 
distinction between the two. 

He defines capital as the product of 
past human labor"? used for the purpose 

3 Ibid., I, 228-29; II, Part II, 67-71. 

%4 Ibid., II, Part II, 115-18. 

8 Ibid., pp. 71-72. 16 Tbid., Part I, p. 85. 

*7 In most of the cases in which he defines capital 


he treats it as the product of labor alone, although in 
one case he adds natural forces (sbid., p. 82) and in 
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of increasing the effectiveness of human 
labor, that is, used productively in such 
a way that it maintains itself perma- 
nently intact through replacement of 
consumed physical units and that it 
yields a revenue. It is distinct from natu- 
ral or original forces, including land, and 
from commodities or “supplies” con- 
sumed without producing a substitute 
and without making labor more effec- 
tive."* His definition and explanation of 
interest must be inferred from various 
statements and passages scattered 


through his discussion. He treats interest * 


as the price or the payment for the use 
of capital arising from the fact that capi- 
tal increases the effectiveness or produc- 
tiveness of labor and from the fact that 
no free individual will accumulate capital 
at the sacrifices involved in exerting labor 
and in foregoing the luxuries which 
might otherwise have been enjoyed un- 
less he receives a compensation in the 
form of interest which is worthy of his 
sacrifice." In the rate of interest for 
loaned capital there are usually included 
two elements: (1) the compensation 
which the debtor pays for the temporary 
use of the capital under tne condition 
that he will repay the sum loaned and 
(2) an insurance premium against the 
possible loss of the capital, a risk which 
often accompanies long period loans. He 
adds that what he calls interest in the 
present work includes only the first of 
these elements.”° 


another he observes that, since capital can substitute 
for human labor, it also serves in the production of 
more capital (ébid., p. 201). In connection with the 
latter observation, however, he comments that, since 
the original capital was produced solely by labor and 
since the effectiveness of capital can be traced to 
labor, human labor is the true creator of capital. 

* Ibid., pp. 26, 82, 88, 107, 200-201; Part II, 
pp. 2-3. 

* Ibid., Part I, p. 76, 193-94, 207-8; Part II, pp. 
132-33. 

» Ibid., Part I, p. 82. 


The entrepreneur’s trade profit in the 
strict sense consists only of that part of 
his revenue which remains after the de- 
duction of (1) the interest on his invested 
capital; (2) an insurance premium against 
fire, hail, shipwreck, and all other in- 
surable risk; and (3) his salary of man- 
agement and administration. This sur- 
plus or trade profit remains to the entre- 
preneur in spite of the competition of 
other entrepreneurs because there is no 
insurance against each and every danger 
which is connected with enterprise. A 
common example of such a noninsurable 
risk is the movement of prices. Although 
the chances of gain are often fully as 
great as the chances of loss, the former 
do not compensate wholly for the latter, 
since to the individual entrepreneur who 
risks his entire fortune and reputation in 
his enterprise, the pleasure of doubling 
his fortune is far less intense than the 
suffering which would result from the 
complete loss of his fortune. A man of his 
capacity and training would have the 
opportunity of obtaining a lucrative and 
secure position in the civil service, and 
therefore some additional compensation 
must be offered him if he is to undergo 
the hazards of an enterprise.” In addition 
to receiving a compensation for non- 
insurable risk, the entrepreneur who 
manages his own business should receive 
a reward for his labor of direction and 
management which is something in ex- 
cess of the salary received by a hired 
manager of equal knowledge and ability; 
for, when his own fortune and reputation 
are at stake, he will exercise far more en- 
ergy and ingenuity than would a hired 
manager, even if the latter were trying 
to do his duty.” 

After making these careful distinc- 
tions, however, Thiinen places them in 
the background and concludes that in 

* Ibid., pp. 83-86. ™ Ibid., pp. 86-88. 
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the theory of distribution we may treat 
the entrepreneur as a hired manager paid 
by his profit, and that we need therefore 
consider only the laborer, the capitalist, 
and the landowner in analyzing the dis- 
tribution of the product of labor.” 


THE MATHEMATICAL THEORY OF WAGE 
AND INTEREST-RATE 
DETERMINATION 


It is Thiinen’s opinion that statements 
of his predecessors in explanation of the 
interest rate to the effect that the rate is 


for capital or that it tends to vary in- 
versely with the quantity of capital in 
the economy are mere descriptions of 
observed external facts and fail to offer 
any real and fundamental explanation of 
those facts.*4 Similarly, when natural 
wages are explained in terms of the sup- 
ply and demand for labor, a fact is given 
as an explanation. Furthermore, the sub- 
sistence-level concept tends to lull the 
conscience of the observer so long as the 
worker is not actually suffering starva- 
tion. Since this problem involves con- 
flict between social classes, a more defini- 
tive solution is needed.’ 

Thiinen’s own attempt to develop a 
more satisfactory explanation of interest 
and wage rates occupies the major part 
of his second volume. In a seemingly tire- 
less effort to make his theory airtight, he 
leads the reader through several long 
series of calculations, each begun from a 
different point of view and all arriving 
eventually at the same set of conclusions. 
He first approaches the problem of wage 
and interest rates by assuming (1) a com- 
munity of persons having the technologi- 
cal knowledge of civilized European na- 
tions but no capital and living in a large 
[bid., pp. 88-89. 

Ibid., pp. 55-57, 70-77. 

Ibid., pp. 38-43, 51-54- 


determined by the supply and demand ~ 
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tropical country rich in natural resources 
and favored by climate. For further sim- 
plification, it is assumed (2) that the 
community is isolated from the rest of 
the world, (3) that it is large enough to 
take full advantage of the division of la- 
bor as soon as the requisite capital is 
present, (4) that the land is of equal fer- 
tility and of such vast expanse that every- 
one can take as much as he wants with- 
out cost, and (5) that all the inhabitants 
are workers, there being no employer- 
employee relationships.” 

Under these circumstances one labor- 
ing family, working for one year without 
the aid of capital, can produce r1oc, 
where c is a unit of the major subsistence 
commodity equal to a hundredth part of 
the quantity necessary to maintain one 
laboring family for one year. Since each 
family can produce in one year a surplus 
of roc over and above the rooc necessary 
for its subsistence, it can, in the course of 
ten years, accumulate sufficient subsist- 
ence (abstracting from storage problems) 
either to live for one year without work- 
ing or to spend that year in the produc- 
tion of useful tools such as bows and nets, 
i.e., capital. Working with the capital it 
can produce in one year, a family can 
produce a net product (after maintaining 
capital) of 150c. With a yearly surplus of 
50¢, it need devote only two years of la- 
bor to the production of subsistence be- 
fore it is once more free to spend a year 
in capital production. But this particular 
family is already provided with sufficient 
bows, arrows, and nets, and it therefore 
lends this newly created capital to an- 
other family who has not as yet acquired 
any capital. Since this second family can, 
with the aid of the borrowed capital, pro- 
duce a yearly product of 150¢ after main- 
taining the capital and returning it in- 
tact, and since there is not as yet suffi- 

Ibid., pp. 9-93. 
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cient capital in the country to provide 
each working family with as much capi- 
tal as can be produced by one year of 
labor, the lender can demand as payment 
for the use of his capital the full differ- 
ence between the 1s50c which the bor- 
rowing family can produce with the aid 
of the capital and the 110¢ which it 
could produce unassisted by capital, a 
payment which in this stage of develop- 
ment amounts to 40c and which will con- 
tinue to accrue indefinitely to the capi- 
tal-producing worker as interest on the 
capital he produced with one year of 
labor. The interest rate is calculated by 
dividing the yearly revenue (40c) by the 
wages of one year of labor (110c), and 
the result in this case is 36.4 per cent.”” 
Thus, for the surplus of one year of la- 
bor, the worker has the choice of receiv- 
ing 10¢ in perishable consumables or a 
perpetual revenue of 3.64¢ per year. 
Here, says Thiinen, we discover the 
origin and basis of interest and its rela- 
tion to capital.” 

After every worker in the community 
has been supplied with as much capital 
as can be produced by the labor of one 
family working for one year, capital pro- 
duction will continue, though perhaps 
the new capital will take a different form, 
for example, spades and hatchets instead 
of bows and nets. Thus in the course of 
time, each worker will be supplied with 
capital amounting to the product of two, 
three, four, five, etc., years of labor. The 
product of each worker will rise with each 
increase in the quantity of capital with 
which he works. But the increase of 


27 The above calculation of the interest rate is 
by Thiinen as follows: “In dem vorliegen- 
den Fall ist der Lohn fiir 1 Y. A. = r1oc; die Rente, 
die das aus der Arbeit eines Jahrs hervorgegangene 
Kapital bringt, betragt 4oc. 
“Das Verhaltniss ist also wie r10c : 40c = 100 : 
36.4, und der Zinsfuss ist 36.4 pCt”’ (ibid., p. 95). 


Ibid., PP. 93-96. 
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revenue resulting from the use of in- 
creased quantities of capital does not 
keep pace with the increase of capital 
itself, so that each added unit of capital 
results in a smaller increment in revenue 
than had its predecessor. Different forms 
of capital enhance the efficiency of labor 
to different degrees. Capital-producing 
workers will at first produce those forms 
which are most effective in increasing the 
product of labor, but, when they have pro- 
duced as many of such instruments as 
can be used to advantage, they must de- 
vote their efforts to the production of less 
efficient forms of capital. For this reason, 
therefore, the revenue of capital tends to 
decline as the quantity of capital in- 
creases.”? 

Thiinen next divides his workers into 
two classes, one group which specializes 
in capital production and another which 
works with capital borrowed from the 
first group; but he retains the simplifying 
assumption that all workers are their 
own masters, none being hired by others. 
Each member of the latter class retains 
as his wages his total product minus the 
interest on the capital which he borrows 
from the capital-producing laborers. 
Thus when each worker is supplied with 
as much capital as is produced by one 
year of labor, his total yearly product is 
150¢, the revenue of the capital which he 
uses is 40¢ as shown above, and his wages 
are 110c. When capital produced by two 
years of labor is used by each worker, 
however, the additional capital adds only 
36c to the laborer’s product, bringing it 
to a total of r10c + 40c + 36¢ = 186c. 
When the quantity of capital in the com- 
munity has reached this level, the capi- 
tal-producing workers, because of the 
free competition among them, can ob- 
tain only 36c per year as revenue for all 
units of their capital, even though the 
» Ibid., pp. 96-101. 
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first units used add as much as 4oc to 
the product of labor. Under competitive 
conditions capitals requiring equal quan- 
tities of labor for their production must 
receive equal revenue. Thus the revenue 
of all capital is determined by the reve- 
nue of the last added units of capital. 
Thiinen stresses the importance of this 
law in the following words: “Die Rente, 
die das Kapital im Ganzen beim Auslei- 
hen gewihrt, wird bestimmt durch die 
Nutzung des zuletzt angelegten Kapital- 
theilchens. Dies ist einer der wichtigsten 
Sitze in der Lehre von den Zinsen.’’** 
The worker who, with the aid of two 
units of capital, can produce 186c must, 
therefore pay to the capital-producing 
worker only 2 X 36c or 72¢ as interest on 
his borrowed capital and can retain 114¢ 
as his wages, which have thus risen by 4c 
as a result of his using the second unit of 
capital. Similarly, the revenue per unit 
of capital falls, and his wages rise as fur- 
ther additions are made to the capital 
with which he works.* 

Since the rate of interest in Thiinen’s 
analysis is calculated by dividing the 
revenue of a unit of capital by the wages 
of the labor required to produce a unit of 
capital, that rate must fall with the in- 
crease of capital even more abruptly 
than does the absolute revenue per unit 
of capital. Thus, when wages equal 11oc 
and revenue per unit of capital equals 
40c, the rate of interest equals 40c/r110¢, 
or 36.4 per cent; but, when two units of 
capital are used by each worker and 
wages rise to 114¢ while revenue falls to 
36c, the interest rate falls to 36c/114¢, or 
31.6 per cent. This decline in the interest 
rate continues as the quantity of capital 
used by each worker increases to three, 
four, five, etc., units. 

The capital-producing workers have 
no power to prevent this decline in the 


3° [bid., p. 103.. 


Ibid., p. 104. 
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interest rate which works against their 
own interests, for they have no monopoly 
on capital production, every worker ac- 
cording to Thiinen’s assumptions being 
free to engage in capital production if this 
occupation appears more profitable to 
him than the production of current con- 
sumables.*? What, then, motivates a con- 
tinued production of capital in the face 
of declining interest rates, and what is 
the limit to capital increase? In answer 
to this question, Thiinen reminds the 
reader that capital is the product of labor 
and that it is formed exclusively from 
the worker’s surplus—the excess of his 
wages over his necessary subsistence. It 
follows that, the higher the wages, the 
larger will be the surplus, and the easier 
capital production will become. In other 
words, the larger the yearly surplus of 
each worker,*‘ the smaller the number of 


3 Tbid., pp. 105-6. Thiinen admits that invested 
capital is usually measured in terms of money rather 
than in terms of the wages or the value of the labor 
required for its production, but he asserts that, in 
the determination of the interest rate, the result 
would be the same either way. In support of this as- 
sertion he supposes that ¢ equals $1.00, that wages 
of labor equal $110, that capital revenue equals $40, 
and that revenue divided by capital equals the in- 
terest rate. Then, he says, the interest rate would 
equal $40/$110, or 36.4 per cent, which is the same 
result as that obtained above. It is quite obvious 
that this example proves nothing, for he is still meas- 
uring his invested capital in terms of the wages of the 
labor which is required to produce it, the only change 
being that these wages are now expressed in dollars 
rather than units of the subsistence commodity. The 
errors into which this approach leads the author will 
become more apparent as the exposition progresses 
and will be pointed out and discussed in detail later 
in the present paper. 

33 Ibid., p. 111. 


% Thiinen assumes that the capital-producing 
worker uses as much capital in the production of 
further capital as all other workers use in the pro- 
duction of consumables and that the capital-produc- 
ing worker who owns the capital with which he works 
must deduct the interest on that capital from hig 
total labor product in calculating his wages. The 
wages of all workers, capital-producing and non- 
capital-producing, are therefore the same, and Thii- 
nen’s unit of capital—that amount which can be 
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years he must work in order to accumu- 
late the equivalent of one unit of capital 
or the smaller the number of workers who 
must pool their surpluses during one 
year in order to save the equivalent of a 
unit of capital, and thus the smaller the 
number of laborers among which the 
yearly revenue of one unit of capital 
must be divided. An example from 
Thiinen’s figures may make this rather 
complex analysis clearer. When a quan- 
tity of capital amounting to the product 
of two years of labor is being used by 


nual revenue which each worker will ob- 
tain through future time as a result of 
the investment of his surplus for the 
present year equals the revenue of one 
unit of capital, or 36c, divided by the 
number of participants in the investment 
of that unit of capital, or 8.14 workers, 
which equals 4.42c. When three units of 
capital are used by each worker, how- 
ever, the wage becomes 121.2¢, the reve- 
nue of one unit of capital is 32.4c, and 
the surplus is 21.2c. Then 121.2¢/21.2c= 
5.72 workers, and the revenue which 


TABLE 1* 
(x) (a) (3) (4) (s) (6) (7) (8) (9) 
Total Workers Revenue 
‘ota. ’ enue | Needed To 
| | wage | | | One | Sve One| 
of Capital Capital Unit of Surpl 
Capital 
sd 150.0 40.0 110.0 10.0 36.4 40.0 II.00 3.64 
186.0 72.0 114.0 14.0 31.6 36.0 8.14 4.42 
218.4 97.2 121.2 21.2 26.7 32.4 5.72 5.66 
08 Accateeetaes 247.6 116.8 130.8 30.8 22.3 29.2 4-25 6.87 
273.9 131.5 142.4 42.4 18.5 26.3 3.30 7.83 
Dixcisedteoeekes 297.6 142.2 155.4 55-4 15.2 23.7 2.80 8.46 
ds 318.9 149.1 169.8 69.8 12.6 21.3 2.43 8.76 
338.1 153.6 184.5 84.5 10.4 19.2 2.18 8.81 
ds 355-4 155.7 199.7 90.7 8.8 17.3 2.00 8.65 
371.0 156.0 215.0 115.0 7.25 15.6 1.87 8.34 


\ * Der isolirie Staat, 11, Part I, 113. The unit ¢ as defined on p. 486 above. 


each worker, the wage of one year of 
labor is 114c, the revenue of one unit of 
capital is 36c, and the worker’s surplus 
(wage of 114¢ minus subsistence require- 
ments of 100c) is 14c. Then the number 
of workers who must pool their surpluses 
in order to accumulate in one year the 
equivalent of one unit of capital is 
1tgc/14c, or 8.14 workers; and the an- 


' by one working family in one year of labor 
—is expressed as the wages of a year of labor. For ex- 
ample, if the general level of wages at a given time is 
114¢, then one unit of capital is expressed as 114¢, 
ie., the wages which must be paid to a capital-pro- 
ducing worker during the year in which he is produc- 
ing the unit of capital in question. 


each obtains for his invested surplus is 
32.4¢/5.72, or 5.66c, a higher revenue 
than before, even though the revenue of 
one unit of capital and the rate of interest 
have declined. In short, as capital accu- 
mulates, the rate of interest falls, wages 
rise, the revenue per unit of capital de- 
clines, but the cost of capital production 
decreases.*s Thiinen summarizes these 
trends in Table 1. 

Column 7 in Table 1 is the marginal 
product of capital, derived from the in- 
crements in total product per worker re- 
sulting from the increase of the quantity 

38 Der isolirte Staat, I1, Part I, 107-10. 
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of capital used by each worker as shown 
in column 2.*% Column 8, the number of 
workers whose surpluses for one year 
must be pooled in order to accumulate 
the equivalent of one unit of capital, is 
obtained by dividing the yearly wage of 
one worker (col. 4); in terms of which 
Thiinen expresses one unit of capital, by 
the yearly surplus of one worker (col. 5), 
obtained by deducting from the wage the 
necessary subsistence of one working 
family—rooc. Column 9, the revenue 
accruing to one worker from his invest- 
ment of one year’s surplus, is then de- 
rived by dividing the revenue of one 
whole unit of capital (col. 7) by the num- 
ber of workers participating in it (col. 8). 
Finally, column 6, the rate of interest, is 
the quotient of the revenue of one unit of 
capital (col. 7) divided by the value in 
terms of wage cost of one unit of capital 
(col. 4).37 

Thiinen assumes that the workers’ 
own interests will motivate them to 
produce just that amount of capital 
which will maximize the revenue obtain- 
able from the investment of one year’s 
surplus; that is, that they will seek to 
maximize the quantities expressed in 
column 9 of Table 1. He concludes that, 
under the circumstances assumed in the 
example, this revenue is maximized 
when the community possesses eight 
units of capital per worker, at which 
point the wage of one year’s labor would 
be 184.5¢, and the rate of interest would 
be 10.4 per cent.** 

In keeping with his characteristic re- 
gard for realistic detail, Thiinen carefully 

36 In a later part of his discussion Thiinen brings 
out the necessity of calculating marginal product on 
the basis of infinitesimally small increments and ad- 
mits that the conclusions derived from Table 1 are 


3? Der isolirte Staat, II, Part I, 113. 
Tbid., p. 114. 


points out that the data in Table 1 de- 
pend upon the fertility of the soil and 
upon the other natural advantages of the 
particular country under discussion. He 
presents a second table in which the soil 
is assumed to be less fertile and the prod- 
uct of one laborer is less by one-fourth 
than that of a corresponding laborer 
(using an equal quantity of capital) in 
Table 1.°° Here the condition of maxi- 
mum revenue (as Thiinen defines it) is 
reached when 10.5 units of capital are 
used by each worker, at which point the 
yearly wage of a worker is 167¢ and the 
rate of interest is 6.65 per cent. Thus, 
with decreasing soil fertility, a larger 
quantity of capital per worker will be 
used, but wages and the rate of interest 
will decline.* 

For his second general approach to the 
problem of wage and interest-rate deter- 
mination, Thiinen returns to his original 
model of the isolated state, in which there 
are landowners, employers, and hired 
laborers. He takes the outer edge of the 
cultivated plain as the point at which 
the equilibrium levels of wages and the 
interest rate are determined and makes 
the following assumptions: (1) that land 
rent for estates located in this outer ring 


39 Ibid., p. 122. 


4 Ibid., pp. 114-23. Thiinen believes that Euro- 
pean conditions correspond to the assumptions un- 
derlying his second table of data, in which the prod- 
uct of one laboring family unassisted by capital is 
far below the necessary subsistence of such a family. 
Since the first capital must have been produced by 
human beings working without the aid of capital, 
and since human beings unaided by capital could 
not live under the natural conditions of Europe, he 
concludes that man and his first capital must have 
originated in tropical climates where coconut and 
banana trees grow wild, where neither clothing nor 
shelter is required, and where man, unaided by capi- 
tal, could not only produce enough to live on but 
could produce a surplus from which capital could be 
accumulated. Man must then have migrated to less 
favored areas of the earth, taking with him sufficient 
capital to enable him to produce a living in those 
areas. 
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of cultivation is zero, or so near to zero 
that it can be neglected, and that conse- 
quently the entire product of such estates 
is divided between workers and owners 
of capital; (2) that wage-earning labor- 
ers now Cultivating existing estates are 
free to leave their present employments 
to take up free new land at the outer rim 
of cultivation, which is as fertile and 
otherwise as advantageous as land al- 
ready being cultivated at the border of 
the plain; (3) that the wages of such 
workers are something in excess of their 
subsistence needs, so that they have a 
surplus from which they may accumu- 
late the capital required for the opening- 
up and development of a new estate (an 
assumption defended by the observation 
that, since the population of the Euro- 
pean working class has recently been ris- 
ing by about 1 per cent annually, their 
wages must have been more than suffi- 
cient to enable them to live and to per- 
petuate the population at a constant 
level); (4) that, because of the free mo- 
bility of workers, the real wages of work- 
ers throughout the isolated state are 
equal (abstracting, for the sake of 
simplicity, differences in skill and in 
the quality of workers) and that wages 
determined at the border of the plain 
therefore determine the wages for the en- 
tire state; and, finally, (5) that, because 
of the free mobility of capital within the 
isolated state, interest rates (meaning 
net interest remaining after the deduc- 
tion of all risk premiums) are the same 
throughout the state, since rates deter- 
mined at the border of the plain deter- 
mine the rate throughout the isolated 
State. 

Since any worker possessing sufficient 
capital may discontinue working for 

* Ibid., pp. 140-48. Thiinen maintains that the 
above assumptions, particularly the last two, are 


not unrealistic, although he admits that, owing to 
limitations upon the mobility of workcrs and capital 
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wages and participate in the develop- 
ment of a new estate,” he can be per- 
suaded to remain in the service of his 
employer on an old estate only if the 
amount of his annual wages plus the in- 
terest he can receive by loaning as much 
capital as he would require to develop 
new land is at least equal to the annual 
product which he and his capital could 
obtain by the cultivation of new land. 
Upon the basis of this assumption Thii- 
nen continues his analysis with the use 
of the following algebraic symbols: the 
annual wages of a working family ex- 
pressed in measures of wheat is (a + y), 
where a is the amount necessary for the 
subsistence of the family and y is the sur- 
plus available for accumulation; g is the 
quantity of capital which a working 
family must possess in order to develop 
new land, expressed in units equal to the 
quantity of capital which can be pro- 
duced by one family working for one 
year; p equals the annual product, ex- 
pressed in measures of wheat, which one 
working family can produce when as- 
sisted by g units of capital; and z is the 


between countries and staies and to differences in 
customs, habits, the security of capital, etc., wage 
and interest rates may in reality be higher in some 
states than in others. 


# To avoid variables, Thiinen as- 
sumes that a new estate would be equal in size to 
previously existing estates and that such a new 
estate would, therefore, be developed not by one 
working family plus its capital but by a group of 
such families who pool their labor and capital in a 
joint project. For simplicity, however, he divides the 
invested capital, the gross product, and the revenue 
of the new estate by the number of families partici- 
pating in its development and ownership and thus 
obtains what amounts to a one-family farm as the 
basis of his analysis. 

43 Der isolirte Staat, 11, Part I, 141. 


# Thiinen assumes that if the enterprise has ex- 
penses other than wages and interest, these expenses 
are deducted from the gross yearly revenue of the 
enterprise before the value of 9 is calculated. Thus 
p is defined as the gross annual revenue of the en- 
terprise minus all expenses not classed as interest or 
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rate of interest. Since Thiinen expresses 
his unit of capital as the wages of one 
year of labor, the quantity of capital ¢ 
may be expressed in terms of measures 
of wheat as g(a + y). The above condi- 
tion for the necessary wage at the boun- 
dary of the isolated state may then be 
expressed by the following equation 


(a+y) +q(at+y) 


where a, g, and p are known magnitudes 
and y and z are unknown. By solving this 
equation for (¢ + y), the wage may be 
expressed as p/(1 + gz) and, by solving 
for z, the interest rate may be expressed 
as [p— (a+ y)]/g(@ +). The latter 
expression states merely that the interest 
rate in general equals the difference be- 
tween the yearly product of one laborer 
and the yearly wage of that laborer di- 
vided by the capital which he uses, all 
quantities being expressed in terms of 
measures of wheat. But since there are 
two unknowns and only one independent 
equation, the problem.is so far indetermi- 
nate, and we have obtained only an in- 
verse functional relationship between 
y and 3. 

To arrive at the equilibrium level of 
wages and the corresponding equilibrium 
rate of interest, Thiinen presents an ex- 
ample in which a group of free workers 
agrees to establish a new estate which is 
to be equal in size to the previously ex- 
isting estates, upon which m working 
families will be continuously employed 
and in which ng units of capital (¢ units 
per worker) will be invested. Since, by 
Thiinen’s definition of a unit of capital, 
one worker produces one unit in a year, 


wages, this quantity divided by the number of 
working families employed. It is the joint product of 
one of the homogeneous working families employed 
by the enterprise and the quantity of capital (g) 
which that family uses (ibid., pp. 123-25). 


 Ibid., pp. 141-42, 149-50. 


the construction of the capital to be in- 
vested in the estate—the clearing, drain- 
ing, fencing of the land, and the construc- 
tion of buildings, etc.—will require the 
labor for one year of ng of the workers in 
the capital-producing group. The re- 
mainder of the group continues in the 
capacity of wage-earning laborers on the 
old estates. Each of these workers turns 
over the entire surplus of his wages for 
that year, amounting to y measures of 
wheat, to the members of the group who 
are engaged during that year in the con- 
struction of the new estate, each of whom 
requires as subsistence during the year 
a measures of wheat. It follows that for 
the ng workers so engaged a total of ang 
measures of wheat is necessary and that, 
therefore, the number of workers in the 
group who are earning subsistence as 
wage-earners during the year must be 
anq/y workers. Thus the total number of 
workers constituting the capital produc- 
ing group amounts to mg + (ang/y), or 
ng(a + y)/y workers. Since each has, 
during the year of construction, lived 
upon the bare subsistence of @ measures 
of wheat and has contributed his surplus 
of y measures to the creation of capital, 
each deserves to share equally in the 
revenue of the estate. Since the m culti- 
vating workers thenceforth to be con- 
tinuously employed on the new estate 
must be paid the same wage as all other 
workers including the capital-producing 
workers themselves—(a + y) measures 
of wheat—and since each of these hired 
cultivating workers will produce a prod- 
uct of p units annually, then the annual 
revenue of the estate accruing to the 
group of ng(a + y)/y capital producing 
workers will amount to n[p — (a + y)]. 
Thus the revenue of each member of 
the capital-producing group will be 
n[p — (a + y)] + ng (a + y)/y, which 
reduces to the expression [p — (a + ¥)] 
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y/q(a + 9). Substituting s for its equiva- 
lent [p — (@ + + 9), we obtain 


Thiinen now assumes that all workers 
will want to maximize not their total 
annual incomes, as might be expected, 
but this revenue zy which each can earn 
by investing one year’s surplus. He also 
assumes that all workers, being free to 
move between the hired-worker status 
and the capital-producing status, will 
voluntarily establish a value for y and 
hence a value for the wage (a + y) which 
will maximize the revenue zy, and that 
the wage so established will be the norm 
for the entire state. These assumptions 
he expresses in the following words: 

Die Bestimmung des Arbeitslohns ist hier in 
die Hinde der Arbeiter selbst gelegt, und der 
aus der Bestimmung der Arbeiter hervorge- 
hende Lohn ist, wie vorhin nachgewiesen nor- 
mirend fiir den ganzen isolirten Staat. 

Die Willkiihr der Arbeiter findet bei dieser 
Feststellung ihres Lohns keine andere Schranke 
als die des eigenen Interesses. 

Bei der Kapitalerzeugung kann aber der Ar- 
beiter kein anderes Ziel haben, als das, fiir seine 
Arbeit die héchst mégliche Rente zu erlangen.‘7 


To find a value for y at which the 
revenue zy is at a maximum, he differen- 
tiates the expression for the revenue 
[p — (@ + »)]y/q(a + y) with respect to 
y and sets the derivative equal to zero. 
This equation he solves for the wage 
(a + y) and obtains the equation 


(a+y) = Vap. 


Thus, he declares, a wage equal to \/ap 
is the natura! or equilibrium wage, es- 
tablished neither by the requirements of 
the laborer nor by supply and demand, 
but by the free self-determination of the 
worker himself.4* Expressed in words, 
Thiinen’s “equilibrium wage” is the ge- 


4 Ibid., pp. 150-54; cf. ibid., p. 141. 
47 Ibid., p. 152. 


# Ibid., p. 157. 


ometric mean between the necessary sub- 
sistence of the working family and the 
average product of a working family, 
that is, the total product of an estate 
divided by the number of working fami- 
lies employed upon it. 

Having thus found the “equilibrium” 
rate of wages, Thiinen carries his calcu- 
lations a step further to find the corre- 
sponding “equilibrium” interest rate. 
The revenue of that part of a new estate 
which is cultivated by one working fami- 
ly (or, in other words, the revenue con- 
tributed on the average by each of the 
permanent cultivators of the estate) 
equals annual product per family (p 
measures of wheat) minus annual wage 
per family (a + y measures of wheat). 
The quantity of capital per family is ¢ 
units, which can be expressed as g(a + y) 
measures of wheat when wages are equal 
to (a + y) measures. Since the rate of in- 
terest equals annual revenue divided by 
the capital from which it originates, the 
interest rate z equals 

p— (a+y) 
q(a+y) 
Solving this equation for the worker’s 
yearly surplus (y), we obtain 


ites 


and the revenue (yz) which the worker 
received by investing his year’s surplus 


is expressed by the equation 


To find the rate of interest (z) at which 
this revenue (yz) reaches a maximum, 
Thiinen sets the first derivative of the 
above expression for yz equal to zero, 
solves for 2, and obtains the equation 
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When this value for z is substituted in 
the equation for wages 


the result may be reduced to the equa- 
tion 


aty=vVap, 


which agrees with the maximizing value 
for wages obtained in the preceding 
paragraph. Thiinen concludes that it is 
in the interest of both capital-producing 
workers who invest their surpluses in the 
construction of new estates or new capi- 
tal and the hired workers who simply 
loan their surpluses at the prevailing 
rate of interest (z) to establish a wage 
rate equal to »/ap and an interest rate 
equal to (\/ap — a)/aq.” 

Having arrived at these expressions 
for the “equilibrium” rates of wages and 
interest, Thiinen proceeds to check their 
accuracy by attacking the problem from 
other points of view. The most signifi- 
cant of these alternative calculations 
amounts to a refined version of the prin- 
ciple of marginal productivity. He re- 
minds the reader that, as the quantity of 
invested capital increases, each succes- 
sively added unit yields a smaller revenue 
than its predecessor and that competi- 
tion among capital producers establishes 
the general level of the interest rate at 
the yield of the last added unit of capital. 
He points out, however, that in his tabu- 
lation of data illustrating this principle 
(Table 1) his increment of capital is very 
large, amounting to the quantity of capi- 
tal produced by one year of labor, and 
that, in fact, the relative national capital 
does not increase by such large jumps 
but by a continuous growth which passes 
through all intervening points. To be ac- 
curate, therefore, we must assume the 


Ibid., pp. 159-61. 


last increment of capital to be infinitesi- 
mally small.s° Accordingly, he divides 
one of his units of capital into m parts, 
where # is some large number, and takes 
one of these parts as his marginal unit. 
Then if the yearly product of one laborer 
using g units of capital is equal to » 
measures of wheat, and if the same work- 
er using a capital of g + (1/m) units pro- 
duces p + 8 measures, we may conclude 
that 1/m units of capital yields a yearly 
revenue of 8 measures, and that one unit 
of capital yields »8 measures which may 
be expressed as a measures. The yearly 
revenue which must be paid for the ¢ 
units of capital used by a laborer is there- 
fore ag measures, and this quantity 
subtracted from his annual product of 
measures equals his wage, which may be 
expressed as p — ag measures of wheat. 
With a wage of p — ag, the capital of 
g units has the value g(~ — ag) meas- 
ures of wheat. It follows that the interest 
rate (revenue + capital) may be ex- 
pressed by the following equation 


ag ware. 
q(p—aq) 


Thiinen now asks whether these expres- 
sions for wages and the interest rate are 
compatible with those found in the pre- 
ceding analysis. 

in solving this problem, he points out 
that the wage »/ap maximizes the rev- 
enue of the capital-producing workers for 
any given values of p (yearly product of 
each laborer) and g (quantity of capital 
used by each laborer), and that this wage 
varies as p and g vary. Thus, by varying 
the quantity g, the capital-producing 
worker can vary the values of p, V/ap, 
and a (the marginal product of a unit 
of capital); and it may be assumed that 
he will give g that value which will 
maximize his revenue, yz. That such a 


5° Ibid., p. 166. Tbid., pp. 166-67. 
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maximum exists may be deduced from 
the observed fact that the revenue does 
not increase with the value of g (the 
quantity of capital per worker) indefi- 
nitely. 


Since the wage (a+) equals 


p—ag, the surplus (y) equals p — 
ag — a, and the interest rate (z) equals 
a/(p — ag), the revenue (yz) may be 
expressed as 
(p—ag-—a)a 

Thiinen now differentiates this expres- 
sion with respect to a (which is a func- 
tion of g) and finds that, when the re- 
sulting derivative is set equal to zero, the 
expression p — ag = +/ap. After test- 
ing these results with numerical ex- 
amples, he offers the following conclu- 
sions: (1) When gq is given that value 
which equates p — ag and v/ap, the 
revenue (yz) reaches an unconditional 
maximum. (2) When g falls below that 
value, revenue declines, and the first for- 
mula gives a smaller value for wages than 
does the second. (3) When g rises above 
this value, revenue declines, and the 
first formula gives a higher value for 
wages than does the second. (4) The nat- 
ural desire of capital-producing workers 
to maximize their revenue (yz) will lead 
them to increase the relative capital (g) 
to that point where » — ag = +/ap, or 
where g = (p — +/ap)/a, and that there- 
fore the level of wages thus established, 
together with the corresponding interest 
tate a/(p — ag), is in equilibrium. 

® Ibid., pp. 168-78. Thiinen’s understanding of 
the principle of marginal productivity asit is applied 
to the revenue of capital is illustrated in a passage 
appearing in Vol. II, Part II, in which he expresses 
the marginal product of capital as the ratio between 
4p (an infinitesimal increment of product) and dk 
(an infinitesimal increment of capital giving rise to 
it). This approaches the most refined modern defini- 
tion of marginal product as the partial derivative of 
the production function with respect to the variable 
under consideration: 5p/8a (ibid., Part II, 


According to that part of Thiinen’s 
analysis just described, interest is de- 
termined marginally, while wages are de- 
termined residually; that is, wages equal 
what is left of product (9) after interest 
(ag) has been deducted from it. To 
check his results, Thiinen now reverses 
the process and seeks to determine wages 
marginally, stating that wages equal the 
increment of product produced by the 
last employed worker in a large enter- 
prise.s? He points out that the number 
of workers required to cultivate an es- 
tate, for example, is by no means a fixed 
number and that any estate may be cul- 
tivated more or less intensively within a 
very wide range. By the use of numerical 
examples he indicates clearly that, as the 
number of workers cultivating the es- 
tate increases, the increment of product 
resulting from the addition of one worker 
to the laboring force tends to diminish 
and that, if the owner of the estate is 
acting rationally, he will increase his 
labor force until the product value added 
by the last employed worker just equals 
his wage.** But, says Thiinen, the wage 
which the last employed worker receives 
must be determining for all workers of 
equal skill and efficiency, because equal 
efforts cannot be rewarded with unequal 
wages. In the course of a rather lengthy 
discussion of the welfare of laborers, 
Thiinen makes it clear that, in his opin- 
ion, the general level of wages in the state 
is determined by the increment in prod- 
uct value produced by the last added 


53 Ibid., Part I, p. 178. 


5 Ibid., pp. 178-85. It is interesting to note in this 
connection that Thiinen recognizes the fact that the 
smaller enterprise is at a disadvantage as compared 
to the larger enterprise because, owing to the in- 
divisibility of such factor units as laborers, draft 
horses, tools, machines, etc., the smaller firm cannot 
adjust the marginal value product of each type of 
agent to its marginal cost as exactly as can the large 
enterprise. This condition is commonly known as 
“lumpiness” in modern economic literature. 
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worker, for at a higher wage, employers, 
following their own interests, would dis- 
charge some of their workers, and the 
resulting competition of unemployed 
workers for jobs would reduce the gen- 
eral wage level until all were once more 
employed. Conversely, if wages were be- 
low this level, competition among em- 
ployers would raise wages to the equilib- 
rium level. 

To determine the share of the laborer 
in the product p (which is the joint prod- 
uct of a laborer and the capital he uses) 
on the basis of the marginal productivity 
of labor, Thiinen assumes that the total 
quantity of capital in a large enterprise 
is held constant, while the number of 
laborers employed is allowed to change. 
At the outset, this enterprise employs 
workers and ng units of capital. Each 
worker, using g units of capital, produces 
a product of p and receives a wage of A. 
Thus the revenue of the enterprise is 
equal to n(p — A). If we now suppose 
one laborer to be discharged, each of the 
m — 1 remaining laborers would use a 
capital of ng/(m — 1) units, and will pro- 
duce a product equal to p’, where p’ > p, 
the difference between these two quan- 
tities being designated as v. Thus the 
total product of the enterprise will be 
(n — 1)p’, or (mn — 1)(p + 2); the total 
wage bill for »— 1 workers will be 
(m — 1)A; and, hence, the revenue of 
the enterprise will equal (nm — 1)(p + ») 
— (nm — 1)A. If the owner of the enter- 
prise, following his own interest, had pre- 
viously employed just enough workers to 
equate the marginal product and the 
wage of the last employed worker, then 
the discharge of this worker would leave 
his revenue unchanged. We may there- 
fore set the expression for the revenue of 
the enterprise before the change equal to 


Ibid., pp. 185-93. 


that for the revenue after the change, as 
follows: 


np—nA =(n—1)(p+v)—(m—1)A. 


Solving this equation for the wage (A), 
we obtain® 
A=p— (m—1)0. 


Since » is assumed to be a very large 
number, the quantity 1 in this expression 
is so insignificant that it may be ignored, 
and the equation may be written simply 
A=p-nv. 
Similarly, by approximation, the capital 
used by each worker ng/(m — 1) may be 
written g + (1/m)g. Thus, as a result of 
the discharge of one worker, each of the 
remaining workers uses an additional 
capital of (1/m)g units and produces an 
additional product equal to v. But, in 
the example previously discussed, we 
found that, when the capital used by one 
worker increases by 1/» units, his prod- 
uct increases by an amount equal to 8. 
Since in the present case the increase in 
capital used by each worker is q times 
1/m, the increase in his product is Ag. 
Therefore » = 8g, and, since equals a 
(according to the previous example), no 
is equal to ag. Substituting ag for mv in the 
above expression for wages A = p — nv, 
we obtain the expression A = p — ag, 
which is the formula for wages developed 
in the preceding example. Having pre- 
viously demonstrated that the wage p — 
ag must, under conditions of equilibrium, 
be equal to the wage +/a, Thiinen con- 
cludes that he has further substantiated 
56 It may be noted that within Thiinen’s general 
approach the same result can be obtained in a some- 
what more direct manner by setting up an equation 
in which the wage (A) equals the difference between 
total product of the enterprise before the discharge 


of the marginal worker and the total product of the 
enterprise after this event, thus 


A = np — (n— =p — — 


cea 


P 
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his original results by arriving at them 
through a different 

To obtain still another check upon his 
conclusions regarding the equilibrium 
level of wages and the interest rate, Thii- 
nen assumes that, since a given capital] is 
the equivalent of a certain perpetual reve- 
nue, the two may be regarded as identi- 
cal or interchangeable, and he then at- 
tempts to determine the condition (i.e., 
the rates of wages and interest) under 
which a given perpetual revenue can be 
produced at the smallest possible cost.* 
Believing that the origin and the effec- 
tiveness of capital is ultimately attribut- 
able to labor, he maintains that labor is 
the only correct unit in which to meas- 
ure the cost of producing a capital or a 
permanent “revenue.” But, in his own 
peculiar way, he measures the labor cost 
of producing such a revenue as the num- 
ber of workers who must invest their 
wage surpluses (y) for one year in order 
to produce the source of the given reve- 
nue. Thus the level of wages as well as 
the rate of interest have a direct influ- 
ence, and the quantity of capital in the 
community has an indirect influence 
upon the result. With the growth of the 
social capital, labor becomes more pro- 
ductive, wages rise, and the production 
of capital becomes easier. But the same 
increase in social capital reduces the 
“utility” or the effectiveness of capital 
because further investment must resort 
to inferior tools, machines, land, etc. 
There is, however, a certain rate of wages 
and interest at which the number of 
workers’ surpluses required to produce 
the given revenue reaches a minimum. 
According to the above calculations, the 
rate of interest (z) when wages are ex- 
pressed as (a + y) is represented by the 


51 Der isolirte Staat, U1, Part I, 193-96. 
Ibid., 200. 


% Ibid., pp. 198-201. 
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formula [p — (a + y)]/q(a + ¥), and the 
revenue accruing from the investment of 
one worker’s yearly surplus (yz) may be 
expressed as that formula multiplied by 
y. Thus the number of workers (or work- 
ers’ surpluses) required to produce a 
given revenue, which may be designated 
as ar, will equal 

lp— (a+y)]y 

q (a+y) 


arg(a+y) 
Te— 


To find the wage at which a capital capa- 
ble of producing the revenue ar can be 
constructed in a year with a minimum 
number of workers, Thiinen differen- 
tiates the above expression with respect 
to y (a being a constant equal to the sub- 
sistence of one worker for a year) and, 
setting the derivative equal to zero, finds 
that the expression reaches a minimum 
when y equals \/ap — a or when the wage 
+ y) equals »/ap. For the correspond- 
ing rate of interest he substitutes Vap 
for (a + y) in the expression for the in- 
terest rate 


(ety) 
q(a+y) 
and obtains 


Vap—a 

a conclusion which agrees with those ob- 
tained in previous examples.” 

Finally, Thiinen presents an analysis 
of the equilibrium relationship between 
the quantity of labor and the quantity of 
capital employed by an entrepreneur, 
which is important because it strongly 
suggests the modern concept of the mar- 
ginal rate of substitution and because it 
brings out quite clearly the principle 
that aggregate revenue is maximized 


Tbid., pp. 201-3. 
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when the marginal expenditure on each 
agent employed equals its marginal value 
productivity. He observes that capital 
and labor are mutual substitutes and 
presents a number of examples in sup- 
port of this observation. The drainage of 
a peat bog which had required the con- 
tinuous labor of one man might be ac- 
complished by a canal which could be 
dug by twenty men working for one 
year. Similarly, continuous labor may be 
replaced by the investment of capital by 
the clearing of stones from agricultural 
land or by the purchase of threshing ma- 
chines and other farm implements. But 
not all these investments are equally ef- 
fective in replacing labor. In some cases 
the continuous labor of one man may be 
replaced by the investment of the labor 
of only ten men for one year, while in 
other cases as many as twenty, thirty, or 
fifty man-years of labor would be neces- 
sary. It will be in the farmer’s interest, 
says Thiinen, to make all such invest- 
ments in which the ratio of annual wages 
saved to cost of investment is greater 
than the rate of interest at which capital 
can be borrowed.” He then demonstrates 
by further detailed calculation that if z 
represents the interest rate and & repre- 
sents the number of man-years of labor 
(units of capital) which must be invested 
to replace the continuous labor of one 
worker, then the ratio between the quan- 
tities of capital and labor employed is in 
equilibrium, and no increase in revenue 
can be obtained by the substitution of 
either for the other, when & equals 1/2. 

Thiinen presents the same concept 
even more clearly in another section of 
his second volume. Here he goes through 
one of his algebraic calculations to dem- 
onstrate that, when capital and labor 
are measured in the same units (i.e., 

Tbid., p. 161. 


Ibid., pp. 163-64. 


when a unit of capital and a unit of labor 
are each expressed as the wages of one 
laborer for one year), the equilibrium 
ratio between the marginal product of a 
unit of labor and that of a unit of capital 
is as 1 is to z.°3 Since in the production of 
the common product of capital and la- 
bor the entrepreneur is free to substitute 
one factor for the other, he will, if he 
knows and is following his own interests, 
alter the proportion between the quan- 
tity of labor and the quantity of capital 
he employs until the ratio between the 
“effectiveness” (marginal productivity) 
of each equals the ratio between their 
respective unit costs; that is, until both 
ratios are as t is to s.°¢ Thiinen not only 
presents in an unmistakable form the 
principle that an entrepreneur maximizes 
his revenue by employing each agent to 
the point at which its marginal cost 
equals its marginal value productivity 
but also stresses the general applica- 
bility of this principle. It is the task of 
every rational farmer, he observes, to 
find that point in every branch of his 
operations at which increase in expendi- 
tures and increase in product are in 
equilibrium, for at this point his net reve- 
nue reaches a maximum.® There are nu- 
merous instances scattered through his 
own analysis in which he applies the 
principle that all forms of expenditure 
should be carried to the point where the 


6s To understand the logic of this statement, it 
must be remembered that Thiinen’s unit of labor is 
one man-year and that his unit of capital is the prod- 
uct of one man-year of labor, expressed in terms of 
the wages of one man-year of labor, i.e., (¢ + 9) 
measures of wheat. Thus the cost of a unit of labor 
is (2 + y) measures as wages, and the cost of a unit 
of capital is s(a + y) measures as interest. The ratio 
between the cost of employing a unit of labor and 
the cost of employing a unit of capital is therefore 
as 1 is to s, and in equilibrium the ratio of their mar- 
ginal productivities would also be as 1 is to s. 


84 Der isolirte Staat, 11, Part I, 123-28. 
$s Tbid., p. 183. 
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product of the last added unit just equals 
its cost, for example, in the improvement 
and fertilization of land and the develop- 
ment of natural resources, in the em- 
ployment of workers, in the purchase 
and use of machinery and other equip- 
ment,® and in the intensity of land culti- 
vation. 


Throughout most of his discussion © 


Thiinen treats the isolated state as an 
existing entity of unchanging size, but in 
one very brief section he regards it as ex- 
panding and investigates the limits to its 
growth. He first points out that, as the 
state expands, poorer or less convenient- 
ly located land must be taken into culti- 
vation and that, as a result, the joint 
product of labor and capital, and hence 
the level of wages and interest, must de- 
cline. But the formation of capital in- 
volves a cost to the capital-producing 
worker—the effort and industry neces- 
sary to construct it and the sacrifice of 
the luxuries which he might have ob- 
tained by the immediate consumption of 
his wage surplus. A free man can be in- 
duced to undergo this effort and sacrifice 
only if he can expect to receive adequate 
compensation in the revenue of his capi- 
tal which he or his children can enjoy 
without further labor. Expansion of the 
state through new investment will there- 
fore cease when the revenue of capital 
falls so low that, in the estimation of 
capital producers, the return obtainable 
from further investment is insufficient to 
compensate for the effort and sacrifice of 
capital formation.”* Similarly, Thiinen 
suggests (in a different section) a limit to 
the increase of population. When popula- 

% Tbid., I, 13-15; Il, Part I, 162. 

% Tbid., I, 18-20; II, Part I, 181, 185-90. 

* Tbid., pp. 181-82, 197-98. 

% Ibid., pp. 178-80, 182-85. 
Ibid., pp. 130-34. 
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tion increases in relation to the quantity 
of capital and the quantity of good agri- 
cultural land, the marginal productivity 
of labor, and hence the level of wages, 
tend to fall. The limit of this process is 
reached when the wage has fallen to a— 
the necessary subsistence of a laboring 
family. Thus; in the final analysis, he re- 
turns to the old subsistence theory of 
wages which he had attempted to su- 
persede.” 


CRITICISM AND CONCLUSION 


Thiinen is guilty of several rather ob- 
vious technical errors in his analysis of 
wage and interest-rate determination. 
The first of these is his use of the yearly 
wae of a laboring family (in measures of 
wheat) to express the unit of capital 
upon which his calculations are based. 
This blunder involves not only the er- 
roneous assumption that capital is pro- 
duced wholly by labor and that the whole 
cost of producing a unit of capital is the 


" Ibid., pp. 187-93. Thiinen shows a lively in- 
terest in the welfare of the laboring classes and dis- 
cusses the problem at some length in several sections 
of his work. He suggests that much of the misery of 
the working classes in the real world is due to their 
low marginal productivity resulting from their tend- 
ency toward overrapid increase in numbers and to 
their lack of education and points out that, if the 
Socialists were enlightened by political economy, 
they would exert their efforts toward increasing 
labor’s productivity. He also observes that under 
European conditions, where there is no free land to 
be had, the worker is not free, as he is in the isolated 
state, to take up and cultivate new land of his own 
when wages fall very low. Under these conditions 
the worker has no protection against the exploitation 
of the employer, who increases his own profits by 
lowering wages to a minimum. The natural wage 
ap may therefore not be realized in European 
countries, where wages depend upon the competition 
of workers and reach their limit only at the standard 
of bare subsistence. Thiinen’s own remedy for the 
situation is a substantial improvement in the educa- 
tion of the working classes, aided by the state, not 
only to increase the productivity of those classes, but 
also to make them eligible to become entrepreneurs 
and public officials and thus to break the monopoly 
of the educated few upon these opportunities (ibid., 
PP- 43-S1, 185-93, 206-212; Part II, pp. 140-45). 
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wages of the labor employed in its pro- 
duction but also a serious internal in- 
consistency in his reasoning. This in- 
consistency can be demonstrated most 
easily by reference to Table 1. Thiinen’s 
unit of capital, which he describes as the 
quantity of capital produced by one 
working family laboring for one year, is 
expressed by the figures in column 4— 
the annual wage of a working family. 
This expression clearly increases as capi- 
tal intensity (the quantity of capital used 
per worker) increases. Thiinen explains 
this increase in the annual wage (and in 
the expression for a unit of capital) solely 
by the fact that each worker, including 
each capital-producing worker, is being 
assisted by an increasing number of 
units of capital. Thus, for example, when 
five units of capital are being used by 
each worker, the wage stands at 142.4¢ 
only because each worker is using five 
units of capital. But, in expressing his 
unit of capital in terms of its cost of pro- 
duction, he considers only the 142.4¢ 
paid as wages and forgets the 131.5¢ paid 
as interest on the capital used by the 
worker in producing the unit of capital 
in question. Thus Thiinen could be cor- 
rect even within the framework of his 
own system only if his unit of capital, as 
expressed in terms of its cost of produc- 
tion, included not only its wage cost but 
also its interest cost, an expression which 
may be found in column 2 of the table. 
He could hardly assume arbitrarily that 
the unit of capital is the product of a 
worker unaided by capital, while ex- 
pressing the unit of capital in terms of an 
annual wage which could prevail only if 
each and every worker employed a cer- 
tain quantity of capital. 

A second and equally serious error in 
Thiinen’s system is his assumption that 
the capital-producing worker finds it to 
his interest to maximize the yearly reve- 
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nue to be obtained by investing the 
“surplus” of one year’s wages; that is, to 
maximize the algebraic expression yz. 
Actually, if Thiinen’s capital-producing 
worker sought to maximize any current 
quantity, it would probably be the whole 
income derivable from his year’s labor 
and from all the invested capital he 
owns—not yz, but something like the 
quantity (a + y) + 2C, where C stands 
for all the capital he now possesses as a 
result of past accumulation. As for an 
equilibrium limit to further accumula- 
tion, there is no meaningful maximizing 
formula to define such a limit. It is diffi- 
cult to imagine any set of conditions, 
however unrealistic, under which the 
quantity yz would be the object of 
maximization.” 

In addition to these technical blun- 
ders, Thiinen falls into the error of over- 
simplification and overabstraction, not- 
withstanding his great respect for and 
ample use of facts and figures. After 
criticizing the subsistence theory of 
wages as it was expounded by his Eng- 
lish contemporaries, Thiinen proceeds to 
adopt a subsistence concept as one of the 
fundamental bases of his calculations 
and to use it as though it were subject 
to precise quantitative measurement and 


™ Moore attributes to J. V Komorzynski a simi- 
lar criticism of Thiinen’s assumption that the work- 
ers will seek to maximize the quantity zy. Komor- 
zynski maintains that “the interests of laborers as 
to the relation of wages and interest vary according 
as they have saved during many or during few 
years,” i.e., if they have saved much capital, they 
will wish high interest and low wages and vice 
versa. He concludes that “there is no definite rela- 
tion of wages and interest that, under all circum- 
stances, is the best relation for the laborers.”” Moore 
comments that “Komorzynski’s argument does not 
prove an error in Thiinen’s work: it merely shows its 
incompleteness,” and that “we cannot deny that the 
laborers who are just beginning to save will be in- 
terested in having the relation of wages and interest 
such that they will obtain a maximum income from 
their surplus when that surplus is placed at interest,” 
i.e., that they will wish to maximize the quantity sy 
(Moore, op. cit., pp. 399-402). 
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formulation. The nebulous character of 
any such concept needs no elaboration 
here, and it need only be pointed out that 
if Thiinen’s expression a—the necessary 
subsistence of one working family for 
one year—has no precise meaning, then 
his expressions y, »/ap, and all the other 
formulas and expressions based upon 
them also lose their meaning. Further- 
more, the quantity », which Thiinen 
designates the “labor product,” can have 
little analytical significance, for it is 
merely the annual product of an en- 
terprise (abstracting from land rent and 
trade profit) divided by the number of 
workers employed in that enterprise, a 
quantity sometimes rightly referred to 
by Thiinen as the joint product of labor 
and capital. The product of an enterprise 
is in nearly all cases the joint product of 
many agents, including, as a rule, many 
kinds of labor. The “product of labor,” 
or of any other agent, can be distin- 
guished and meaningfully expressed only 
as its marginal product and not as its 
“average product.” Thiinen’s error in 
this connection is an illustration of his 
general, though not wholly consistent, 
acceptance of the classical belief that la- 
bor produces all product value and is 
only “assisted” by capital. Finally, 
Thiinen’s model in which all capital is 
produced and owned either individually 
or in groups or societies by laborers who 
work for wages at the common rate ap- 
pears to be too extreme an abstraction 
from the conditions even of nineteenth- 
century Germany to serve as a basis for 
analyzing the “normal” rates of interest 
and wages supposed to prevail in the 
real world. 

The errors and weaknesses just point- 
ed out strike at the very foundation of 
Thiinen’s theoretical structure, at least 
with respect to wage and interest-rate 
determination, and are sufficient to in- 
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validate his formal conclusions regarding 
the equilibrium rates of wages and in- 
terest. It is therefore not at all upon these 
formal conclusions that his real impor- 
tance as a contributor to the theory of 
distribution rests. That contribution is 
to be found rather in the methods which 
he used in arriving at his conclusions. 

The most outstanding feature of 
Thiinen’s analysis of wage and interest 
rate determination is his application to it 
of the principle of marginal productivity. 
He presents a far more precise and more 
refined statement of this theory than does 
any previous theorist known to the pres- 
ent writer. His insistence upon the infini- 
tesimal increment, his use of the sym- 
bols of differential calculus to express 
marginal productivity, his clear state- 
ment of the principle of variable propor- 
tions and the mutual substitutability of 
labor and capital, and his rudimentary 
development of the concept of the mar- 
ginal rate of substitution are cases in 
point. These contributions alone are 
sufficient to insure him a place of first 
importance in any history of economic 
theory. 

Thiinen also deserves recognition for 
his broad application of the marginal 
productivity concept to wages as well as 
to the revenue of capital in all its forms. 
He is a pioneer in the use of marginal 
analysis to determine the proportions in 
which productive agents must be com- 
bined in a process to achieve maximum 
efficiency and maximum return; that is, 
to organize or to allocate scarce resources 
with a view to maximum value product. 

Another significant aspect of Thiinen’s 
discussion is his refined subdivision of the 
entrepreneur’s gross revenue into true 
interest as the contribution of capital, a 
wage for the personal services of the en- 
trepreneur himself, an insurance premi- 
um as compensation for risk, and pure 
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“trade profit” as a final residual arising 
from the noninsurable uncertainty of 
the future. It represents an improve- 
ment over the English classical concept 
of “profit” as the entire revenue of the 
capitalist-entrepreneur which remains 
after the payment of rent and wages. 
Also worthy of note is Thiinen’s ex- 
tensive use of mathematical symbols in 
developing his theories at a time when 
such precise formulation was all too little 
used in economic literature. Many of his 
complex notions would be practically un- 
intelligible were they not stated precisely 
and unmistakably in mathematical 
terms. Yet Thiinen’s work demonstrates 
not only that mathematics can be a very 


effective aid, in many cases an indispen- 
sable aid to analysis and exposition, but 
also that it can magnify the consequences 
of smallerrors if it is misused. In Thiinen’s 
case, mathematical deduction from in- 
appropriate premises led him into such 
absurdities as his equilibrium wage, 
ap. In spite of his numerous mis- 
takes, however, Thiinen’s high develop- 
ment of marginal analysis in conjunction 
with the mathematical formulation and 
exposition, which makes its application 
and use far easier and more effective, 
represents a contribution to economic 
theory of the first magnitude. 
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I. INTRODUCTION 


business of carrying passengers 

and property by road motor ve- 
hicles in Great Britain first began 

to attract the attention of Parliament in 
the late 1920’s. A royal commission was 
issued in 1928 to inquire into the ques- 
tion of competition between rail and 
road; and four years later, in 1932, the 
government sought more advice, this 
time from an industrial conference rep- 
resenting the interested parties, sitting 
under a neutral chairman.’ The recom- 
mendations of these bodies were incor- 
porated in the Road Traffic Act (1930), 
the Road and Rail Traffic Act (1933), 
and the Finance Act (1933). The act of 
1930, among other things, required car- 
riers of passengers to obtain public ser- 
vice licenses, imposed the fair-wages 
clause? on all operators of buses and 
coaches, and limited the hours of bus- 
and truck-drivers. The Finance Act in- 
creased the vehicle duties payable in 
respect to trucks and buses, although 
not quite on the scale recommended by 
the Salter Conference for the heavier 
vehicles. The Road and Rail Traffic 
Act extended the protection of the fair- 
wages clause to the compensation of 
truck-drivers; relaxed, in one particular, 
the law regulating railway rates; and, 


* Royal Commission on Transport, First Report 
(Cmd. 3365 [1929]); Second Report (Cmd. 3416 
[1929]); Third Report (Cmd. 3751 [1931]); Report of 
the Road-Rail Conference (1932) (Salter Conference). 

*“Wages .... shall not be less favourable . 
than the wages which would be payable . . . . under 


a contract which complied with the requirements of 
any resolution of the House of Commons for the time 
being in force applicable to contracts with Govern- 
ment Departments.” 


ROAD AND RAIL: A TRANSATLANTIC COMPARISON 
GILBERT WALKER 
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most important of all, required motor 
carriers of freight to obtain a license from 
the chairman of the Area Traffic Com- 
missioners (set up to administer the act 
of 1930), who were for this purpose con- 
stituted as licensing authorities. These 
licenses correspond to the certificates of 
convenience and necessity and to the 
permits which United States common 
and contract carriers must get from the 
Interstate Commerce Commission under 
authority of sections 206 and 209 of the 
Motor Carrier Act of 1935. The two 
systems of control will be examined 
under the three heads: the restriction of 
entry into the motor freight business 
(Sec. III); the control of truck rates 
(Sec. IV); and the relationships which 
subsist in the two countries between 
motor-carrier freight rates and rail 
charges (Sec. V). As a preface, however, 
the distribution of ownership of pas- 
senger and freight vehicles in Great 
Britain will be considered, since the 
differences between the two may in- 
terest the American reader. 


Il, OWNERSHIP 


British bus and coach companies have 
shown a decided tendency to combine. 
The average holding of vehicles by each 
operator has always been and still is 
small; but in the years preceding the 
war the number of vehicles owned by the 
larger operators substantially increased, 
although the companies themselves were 
becoming steadily fewer. Table 1 shows 
the number of buses and coaches owned 
and the number of operators immediate- 

3 Road and Rail Traffic Act (1933), Part II. 
“Agreed Charges.” 
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ly after the institution of the public 
service license under authority of the act 
of 1930 and shortly before the war. All 
motor vehicles plying for hire, local and 
interurban, seating eight passengers and 
over are included, but taxicabs and 
private-hire limousines are excluded. If 
the totals seem large in comparison with 
the United States figure of 50,000 local 
and intercity buses,‘ the reader should 
remember that there are 29 million 
passenger automobiles and a much 
larger number of taxis in the United 


TABLE 1* 


OWNERSHIP OF BUSES AND COACHES IN 
GREAT BRITAIN 


1932-33 1937-38 


No. of 
Oper- 


ators 


5,269 


6,111 
323 


6,434 


No. of 
Oper- 


ators 


3,786 
4,539 
259 


4,798 


Total 
Vehicles 
Owned 


Total 
Vehicles 
Owned 


9,369 
15,347 
30,893 


7,130 
12,643 
36,731 


46,250 49,374 


*Source: Ministry of Trans; Annual Re the 
Trafic Commissioners. 


States than in Great Britain. Before the 
war 1,600,000 private cars and 36,000 
taxis were registered in Britain. A group 
of the larger concerns (known as the “‘as- 
sociated companies’’) are controlled by 
a very few holding companies, reducing 
the number of genuinely independent 
operators and making the real concen- 


4Public Roads Administration, Federal Works 
Agency, Bus Statistics (“Informational Memoran- 
dums,” No. 54). The total number of buses is given in 
the inventory as 128,483, of which 49,322 are “local 
and intercity,” 74,547 are “school,” and 4,614 are 
“other.” There is no corresponding category of 
“school buses” in Britain—all are engaged either in 
local or in interurban transportation as “stage,” 
“express,” and “contract” carriers (see D. N. Ches- 
ter, Public Control of Road Passenger Transport 
(Manchester: Manchester University Press, 1936]). 
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tration of ownership correspondingly 
more marked than is apparent from the 
table. The “independent” operators re- 
main numerically preponderant; but the 
majority is very small, owning four vehi- 
cles or less; and they carry a minority of 
the passengers, probably not more than 
15 per cent. 

In 1928 the British railways were at 
last permitted to run motor services over 
the highways. Two choices presented 
themselves: they could establish their 
own bus lines or they could seek a share 
in the ownership and control of existing 
operations. For many reasons they pre- 
ferred the latter and began to invest 
heavily in bus properties. Less than ten 
years later the railway companies had 
acquired an interest in the “associated 
companies” at least equal to that of the 
holding companies and had brought 
about 40 per cent of all buses and coaches 
indirectly under their control.’ Another 
15 per cent were operated by the London 
Passenger Transport Board, a public 
corporation enjoying the monopoly of 
passenger traffic within a radius of thirty 
miles around London (except for taxi- 
cabs and the suburban services of main- 
line railways). The balance—45 per cent 
of all licensed passenger vehicles, exclud- 
ing taxicabs—remained in the hands of 
operators free from railway ownership or 
control. These last consist principally of 
the long-distance express operators, the 
few large operators not “associated” in 
any way with the holding companies, and 

5’The railway companies, although holding a 
majority of the stock, did not always succeed in sub- 
ordinating the management of the bus companies. 
Some of the more aggressive and enterprising man- 
agers continued to show an embarrassing independ- 
ence by maintaining an active and only too successful 
competition with the rail services of their new own- 
ers, and in other cases the railway companies were 
objectors to applications for public service licenses 


made by bus undertakings which they had already 
acquired. 
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the municipally owned services in the in- 
dustrial towns. 

Despite some attempts at combina- 
tion, the motor freight business in Brit- 
ain still consisted, at the time of the out- 
break of war, predominantly of small 
units, and, with one or two exceptions, 


TABLE 2* 


DISTRIBUTION OF OWNERSHIP OF TRUCKS, TRACTORS, AND 
TRAILERS IN THE UNITED STATES 
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proportion to 80 per cent. Only 6,000 
(7.4 per cent) were included in fleets of 
a hundred vehicles and over, and these 
included the substantial numbers of pick- 
up and delivery vans owned by the four 
main-line railways and the few railway 
affiliates. In addition, 350,000 trucks 


Distribution of Ownership 


Tractors Trailers 


Trucks 


Total publicly owned.............. 


Privately owned: 
Not for 


139,114 1,127 4,087 


2,935,607 49,269 79,743 
128,425 8,935 10,954 
45,558 6,021 7,471 


173,983 14,956 18,425 


Interstate—common........... 
Interstate—contract........... 


66 , 805 
18,273 


37,061 
10,176 


44,057 
11,133 


Total interstate............. 


85,078 


55,190 


47,237 


358,215 7,775 10,408 
19,140 892 1,380 


636,416 70, 860 85,403 


3,711,137 


121,256 169, 233 


* This table is derived from the ‘“Truck and Bus Inventory’’ taken by the Public Works Administra- 


tion, Federal Works Agency (“Informational Memorandums,”’ Nos. 70 and 82 (March, 1945]). The Inter- 
state Commerce Commission published some statistical returns, but only for a sample of the Class I 


common and contract that is, doi 
‘and bus statistics rests with the states and is generally undertaken 


rest, responsibility for bling trucks 


a business ¢: ing $100,000 annually. For the 


as a by- yr of the maintenance and policing of highways. Immediately before the war (1941) the 


Public Road Administration of the Federal Works 


Agency, assisted by the state highway authorities, con- 


ducted a nation-wide truck and bus inventory. Statistically, the inventory was most successful, 92 per 

ond Cf the questeqneins being completed or 7 The tabulations report the mileage run, type of 
—T geographical! distribution, and class of business in which the vehicles were principal iy en 

oied. nfortunately, for reasons which seemed good at the time, respondents were not ne for returns 


of the tonnage of fr ht th ey 


led. Consequently, in the United 


tates, as in Great Britain, no com- 


plete statistics are collected of the most significant quantity of all—the total volume of freight ~~ gd by 
road lasses of motor carriers: and private 


and its distribution among the three c 


the carriers had remained completely in- 
dependent of the railways. In 1936, the 
only year for which figures are avail- 
able, 80,000 of the 134,000 trucks licensed 
for hire were in possession of operators 
owning four vehicles or less. Fleets of four 
to twenty-four accounted for another 36,- 
cco vehicles, raising the accumulated 


common, contract, 


were owned by persons and companies 
doing their own carrying (including re- 
tail delivery services), making a grand 
total of half a million or so trucks in all. 
By way of comparison, Table 2 shows the 
distribution of trucks, tractors, and trail- 
ers among the different classes of owners 
in the United States. 
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Ill. CERTIFICATES AND LICENSES 
MOTOR CARRIERS OF FREIGHT 


The licenses which, by authority of the 
act of 1933, British motor carriers of 
property are® required to obtain are di- 
vided into three classes: the “A” public 
carrier’s license, issued to those who 
carry only for hire; the “‘B” limited car- 
rier’s license; and the “C” private car- 
rier’s license for the shipper who elects to 
carry his own goods. The public carrier 
holding an A license may not carry his 
own property, and C licence-holders may 
not carry for hire. A person who car- 
ried his own property and also de- 
sired to haul for others applied for a B 
limited carrier’s license, so called because 
the Licensing Authority might attach 
conditions restricting the area in which 
the truck might be used or the shipper on 
whose business it might be employed. In 
Great Britain, as in the United States, 
the rights of those already engaged as 
motor carriers of freight were protected. 
The Interstate Commerce Commission 
was required to issue certificates and 
permits, without further proceeding, to 
applicants who could show that they 
were in business on June 1 or July 1, 
1935,’ and the Licensing Authority sim- 
ilarly had to grant licenses to public and 
limited carriers for vehicles of an aggre- 
gate unladen weight equal to that oper- 
ated by the applicant in the base year, 
April 1, 1932, to March 31, 1933 
(“claimed tonnage”). New operators— 
those who in the United States either 
were not in business at all on or before 
the qualifying date or could not demon- 
strate a bona fide operation—have to 
prove that they are fit, able, and willing 
to provide the service they propose and 
that the public convenience and neces- 


6 Or were (see below, Sec. VI). 
7 Motor Carrier Act (1935), sec. 206(a). 
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sity demand it, or, in the case of contract 
carriers, to provide such other proof as 
the Commission may require. In Great 
Britain the act of 1933 gives the Licens- 
ing Authority full power in his discretion 
to grant or refuse A and B licenses, ex- 
cept for the first licensing period (1934- 
39), for which carriers in business before 
the act was passed could claim licenses. 
Neither the I.C.C. nor the Licensing Au- 
thority received much specific guidance 
from their respective legislatures. The 
Congress set out certain broad principles 
declaring (among other things) its policy 


“to regulate transportation by motor car-~ 


riers in such manner as to recognize and 
preserve the inherent advantages of, and 
foster sound economic conditions in, such 
transportation and among such carriers 
in the public interest.’”’* Parliament was 
even less definite. The act directed the 
Licensing Authority to have regard pri- 
marily to the interest of the public gen- 
erally, including those of persons requir- 
ing as well as those providing facilities 
for transport, and required him to con- 
sider any objections which might be 
made against the grant of a license on the 
ground that suitable transport facilities, 
by rail or road, was already in excess of 
requirements or would become so if addi- 
tional licenses were granted. 
The Licensing Authority, or, rather, 
the tribunal—the higher court to which 
appeals were carried—held consistently 
that the existence of suitable transport 
facilities in excess of requirements cre- 
ated wasteful competition. Wasteful com- 
petition is neither in the public interest 
nor in the interest of those requiring or 
providing transport. Applications were 
therefore refused, and licenses withheld, 
if an objector (generally the railway com- 
pany) could show that suitable transport 
facilities were in excess of requirements 
Ibid., sec. 202(a). 
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or would become so were the license to be 
granted. The applicant, to overcome the 
objection and establish his claim, had to 
prove that existing facilities were neither 
adequate nor suitable and that there was 
a public need for his services. This was 
not lightly done, since the running of a 
freight transport service by road, in the 
tribunal’s opinion, was in the public in- 
terest only when lack of it inflicted posi- 
tive inconvenience upon someone. With- 
out proof of such inconvenience, the serv- 
ice was considered unnecessary and 
therefore against the public interest. It is 
true that the Interstate Commerce Com- 
mission has also held that “necessity does 
not exist unless the inconvenience would 
be so great as to amount to an unreason- 
able burden on the community.” But, 
unlike the British Licensing Authority, to 
whom “need” in this extreme sense is the 
only test, the I.C.C. considers “‘conven- 
ience and necessity,” a phrase which, to 
paraphrase the Commission’s language, 
implies something less than absolute and 
acute need, just as it implies more than 
mere adequacy and availability of trans- 
port agencies.° 

The motor carrier in the United States, 
once he has satisfied the I.C.C. and ob- 
tained his certificate or permit, is entitled 
to continue in business indefinitely. The 
British carriers’ licenses were valid only 
for a limited period—before the war 
(1939) five years for the A public car- 
riers’ license, two for the B limited car- 
riers’ license, and three for the C private 
carriers’ license. The limited validity of 
the C license was immaterial, since the 
act provided that all applications from 
private carriers should be granted; but 
the liability to seek a renewal of the A 
and B license every five or two years im- 
posed a heavy burden on the public and 
limited carrier. “Grandfather rights,” to 


12 MCC 485; 24 MCC 117; and 41 MCC 713. 


use the American expression, could be 
claimed only once—for licenses issued 
for the first period immediately following 
the passage of the act. In all subsequent 
applicai‘ons the established carrier who 
sought a renewal was obliged to prove a 
continuing need for his services. The 
British carrier was also restricted to the 
number of vehicles allowed by his license 
or to vehicles of an equivalent unladen 
weight. If he desired to add to the un- 
laden weight of his fleet, he had to satisfy 
the Licensing Authority both that these 
extra vehicles would not cause suitable 
transport facilities to exceed require- 
ments and that the public “needed” 
them. The common or contract carrier of 
property in the United States, on the 
other hand, once he had obtained his 
certificate (or permit in the case of a con- 
tract carrier), may put on all the trucks 
required by the operations he is author- 
ized to conduct—a most valuable con- 
cession. In one respect only does the 
British legislation appear to be less re- 
strictive than the Motor Carrier Act of 
1935. The American hauler must prove 
the public convenience of and the neces- 
sity for any extension of his operations 
which he may propose; and the certificate 
of convenience and necessity may and 
often does specify the particular com- 
modities which a common carrier may 
hall, defines the routes, places, and areas 
he may serve, and may even name the 
shippers. A contract carrier is similarly 
restricted by the terms of his contracts. 
The British B licenses (a small minority 
of the carriers for hire) could be limited 
to the particular operations for which 
they could prove a need, but no such 
condition could be attached to a public 
carrier’s A licence. There was nothing 
in the act to prevent vehicles, once 
an A license had been granted, from 
being used for any purpose not other- 
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wise unlawful, and in any district. But 
a hauler who in fact sought to exploit 
these opportunities might find he was 
free to vary his route and so on only 
in law and not in fact. On applying in due 
course for a renewal of his license, he 
would be asked, just as if he were any 
newcomer, to satisfy the Licensing Au- 
thority that his new operations had not 
caused suitable facilities to exceed re- 
quirements and that his new customers 
“needed” his services as urgently as his 
former clients. 

It is the writer’s opinion (formed per- 
force at a distance) that the American 
law has frowned less severely on enter- 
prise in the motor-carrying business than 
the British. The British authorities in 
their insistence on inconvenience as the 
principal proof of need had set an ab- 
surdly rigorous standard."® This restric- 
tion affected adversely not only the 
traders but the general public as well, 
since the growth of a new and often 
cheaper means of transport was hindered 
and a number of new services made pos- 
sible by an improvement in technique 
were forestalled. The beneficiaries were 
partly the railways, which obtained the 
traffic that the restricted road haulage 
business could not handle, and the li- 
censed haulers, who were protected 
from the competition of new entrants 
and from their fellows who might other- 
wise have canvassed their customers. 
In fact, neither the railways nor the 
motor carriers were able to congratu- 


1° Outside the courts at least, the public interest 
is generally considered to be promoted, and a new 
service or commodity justified, if it does no more 
than provide additional convenience for the public. 
In most lines of business, a man is still permitted, 
and indeed encouraged, freely to ascertain, at his 
own financial risk, whether he has some convenience 
to offer for which the public can be induced to pay. 
It is not usually argued that the public interest is 
served only when there is positive inconvenience to 
be removed! 
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late themselves on their good fortune. 
The railways continued to complain 
of unfair competition; and the demand 
for road transport rose so much after 
Part I of the act of 1933 became ef- 
fective in 1934 that established haulers 
would almost certainly have gained more 
from the unlimited right to extend their 
fleets than they would have lost through 
the influx of new firms into the business, 


IV. THE CONTROL OF MOTOR 
FREIGHT RATES 


Parliament, when framing the act of 
1933, did not explicitly include the rates 
charged by operators among the matters 
which the Licensing Authority must con- 
sider when hearing applications for li- 
censes, and the tribunal has since con- 
sistently refused to allow questions of 
rate to be led in evidence. The British 
motor carrier is under no obligation, stat- 
utory or otherwise, to publish his rates, 
and he has been left free to charge what 
rates he will, limited by his costs, on the 
one hand, and competition, on the other. 
Lack of knowledge about the rates asked 
by competing haulers, combined with 
known differences in the quality of the 
service, have conspired to make good 
will an important characteristic of the 
trade, and, wherever there is good will, 
there will be found variations in the price 
asked by different suppliers for the same 
service. Free from any sort of legislative 
control, charges for carrying the same 
merchandise between the same places 
have varied from one hauler to another. 
It was not unusual, indeed, to find that, 
between the larger towns, the rates 
charged by the most expensive hauler 
were double the rates asked by the 
cheapest." The Congress, on the other 


* See the present writer’s Road and Rail: An En 
quiry into the Economics of Competition and State 
Control (London: Allen & Unwin, 1942), esp. chap 
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hand, specifically included among its ob- 
jects in the declaration of policy “the 
promotion of adequate economical and 
efficient service by motor carriers, and 
reasonable charges therefor, without un- 
just discriminations, undue preference or 
advantages, and unfair or destructive 
competitive practices.”" Section 217 
obliges common carriers to file their tar- 
iffs and classifications with the Commis- 
sion and to keep them open for public in- 
spection. Section 216 requires common 
carriers to establish just and reasonable 
rates and empowers the Commission, 
after hearing, to deterr ine and prescribe 
the lawful rates and fares, or the maxi- 
mum and minimum which may be 
charged. 

The Motor Carrier Division of the 
I.C.C., when it first began its inquiries 
into the motor freight business, found in 
the United States a condition closely re- 
sembling that which prevailed in Great 
Britain between the wars. “Prior to the 
effective date of the Motor Carrier Act, 
1935, rates were made by individual car- 
riers, at will, on the basis demanded by 
the particular competitive situation. 
There was no stability in the rates and 
the public generally had po means of 
knowing the rates being charged.” 
Judged at least by the Commission’s 
language, competition among carriers in 
the United States was excessive, and rate 
wars were more prevalent and more vio- 
lent than in Britain and much more dam- 
aging to the operators themselves. As 
early as 1936 the Commission had noted 
that “the first result of compelling motor 
carriers of property to publish and file 
their rates had been to precipitate a 
downward movement.” Motor carriers 
for the first time could ascertain the rates 
their competitors were charging, and 
“the effect of such publicity was a gen- 


™ Motor Carrier Act (1935), sec. 202(a). 
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eral reduction to the level of the lowest 
rate maintained by any competitor.’ 
The Commission spoke of “the demoral- 
ization which flows from unrestrained 
and unreasonable competition” and re- 
marked that a downward trend in rates 
brought about by rate wars had caused 
carriers to sustain heavy operating losses. 
They found that motor carriers were en- 
gaged in a competitive struggle which un- 
dermined their rates, depleted their rev- 
enues at a time when costs were rising, 
exhausted their reserves, and brought 
them to the brink of financial ruin. They 
held it to be “clearly our duty to keep 
competition within reasonable bounds 
and prevent it from degenerating into a 
mere struggle for existence.”’** Competi- 
tion there certainly was in England, and 
a good deal of rate-cutting besides. The 
railways complained continually that 
truck operators were cutting their rates, 
and the big haulers accused the smaller, 
often claiming that the small man kept 
no accounts and did not realize what it 
cost to operate his business. But British 
shippers, aware of the considerable dif- 
ferences in quality between the more and 
the less expensive service, did not always 
regard the offer of a lower rate as an in- 
ducement to transfer their business; and 
many haulers did not wish it to become 
known among their customers that they 
were prepared to reduce a quotation. The 
larger haulers in particular appear to 
have felt a measure of responsibility to- 
ward the industry as a whole to maintain 
an “economic” rate and preferred to rely 
upon good will and their reputation to re- 
tain traffic rather than incur the odium of 
rate-cutting even in retaliation. This pol- 


13 Interstate Commerce Commission, Fiflieth An- 
nual Report (Washington, November, 1936), p. 74; 
8 MCC 233, at p. 238. 


"4 4 MCC 68, at pp. 75 and 77; 4 MCC 755, at p. 
773; and 8 MCC 233, at p. 238. 
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icy was surprisingly successful, and well- 
established carriers usually admitted 
that they did not fear the competition of 
lower-priced but relatively unknown 
truckers. 

The British licensing authorities, 
bound by the terms of the act and the 
precedents of the tribunal (and unduly 
conscious perhaps of the strength of the 
railway companies’ claims for protec- 
tion), limited themselves to the narrow 
task of insuring that suitable transport 
facilities by motor truck did not exceed 
requirements. The I.C.C., directed by 
Congress “among other things to recog- 
nize and preserve the indirect advantages 
of, and foster sound economic conditions 
in such transportation and among such 
carriers in the public interest,” went 
much further and set itself two immedi- 
ate objectives. The first, undertaken as 
an emergency, was to prevent rate-cut- 
ting in order to enable motor carriers as a 
whole to earn an adequate revenue. The 
second, intimately connected with the 
first, was “the effective stabilization of 
rates and the removal of the unduly pref- 
erential, prejudicial and discriminating 
rates which have developed in the motor 
carrier rate structure.” The Motor Car- 
rier Act was approved in the fall of 1935, 
and the rate-making provisions became 
effective on March 31, 1936, Motor car- 
riers in the several territories had already 
combined into motor freight bureaus and 
conferences, the immediate objectives of 
which were to publish and file classifica- 
tions, tariffs, rules, etc. Time being short, 
there was no attempt made to evolve a 
distinctive system of rates appropriate 
to the costs, operating conditions, and 
economic characteristics of the motor- 
carrier business. Instead, a classification 
was published, substantially the same as 
the railway classification itself, except for 

24 MCC at p. 623. 
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certain simplifications and minor adjust- 
ments. Known as the “National Motor 
Freight Classification,” this instrument 
was adopted almost universally by motor 
carriers of property in all territories out- 
side New England. Encouraged by the 
Commission, the bureaus then conferred 
with the carriers, whether members or 
not, and sought agreement upon a body 
of class rates which, having the consent 
of the majority of the carriers concerned, 
could be uniformly applied throughout 
the area or along the routes governed by 
the particular bureau. These meetings 
were well attended and apparently were 
successful. The acceptance or rejection 
of a rate or group of rates depended upon 
the votes of the interested parties, and, 
although there were a considerable num- 
ber of objections to particular commod- 
ity rates, the bureaus were able to claim 
that, at least in respect to the general 
principles of classification and class rates, 
they spoke for the majority of the car- 
riers. The Interstate Commerce Com- 
mission, either on its own motion or on 
application by the bureaus concerned, 
has since heard four principal cases— 
Middle Atlantic States, Central Terri- 
tory, New England, and Trunk Line.” 
In each the Commission incorporated in 
its order substantially the classification, 
class rates, exceptions, commodity rates, 
etc., which had been accepted by the 
rate bureaus after discussion with the 
carriers. Particular attention was paid 
to the operating costs and revenues, both 
of individual truckers and of the general 
body of carriers in the area. Rates which 
were obviously unremunerative or which 


«6 “Rates over Freight Forwarders, Inc., "4 MCC 
68; “Motor Carrier Rates in Central Territory,” 8 
MCC 233; “Motor Carrier Rates in New England,” 
8 MCC 287; “Trunk Line Territory Motor Carrier 
Rates,” 24 MCC sor. These reports are models of 
their kind and give an excellent account of condi- 
tions in the motor-carrier business at the time. 
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yielded little or no revenue above the di- 
rect cost of obtaining and conveying 
traffic were resolutely disallowed, and the 
minimums finally prescribed were the 
lowest rates which, in the Commission’s 
opinion, would afford a reasonable com- 
pensation for the service rendered and 
provide motor carriers, as required by 
law, with a revenue sufficient, under hon- 
est, economical, and efficient manage- 
ment, to offer adequate and efficient 
transportation at lowest cost.’’ 

The immediate result of this procedure 
has been to apply a motor freight clas- 
sification essentially indistinguishable 
from the railway classification through- 
out Central and Trunk Line territories 
and so to establish within this wide re- 
gion a system of truck rates constructed 
on the same general principles as those 
which underlie railway rates. Charges for 
motor freight, therefore, following rail- 
way practice, now allow for the value of 
the merchandise offered for transport in 
addition to the costs of carrying it. “In- 
asmuch as the rail rate structure was 
originally constructed with regard to 
what the traffic will bear, or in other 
words, to the value of the service, and 
still retains this characteristic to a con- 
siderable extent, the charging by motor 
carriers of rail rates imports this same 
characteristic into the motor-carrier rate 
structure, with the result that rates are 
often higher than the cost of service alone 
would justify.”” The motor carriers de- 
fended themselves by pointing out 
that higher rates, confined to traffic 
well able to bear such charges, made 
“it possible to extend the benefits 
of motor carrier transportation to traffic 
which it might not otherwise be profit- 


17Some of these minimum rate orders, having 
become unnecessary during the war, have since been 
vacated; but the proceedings have been continued 
in so far as classifications, class rates, and rules and 
regulations are concerned. 
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able to serve.” Unimpressed by this 
argument (the justification usually of- 
fered by those who seek to discriminate 
between different classes of consumer), 
shippers in both Central and Trunk Line 
territories protested against the applica- 
tion of the railway classification to the 
motor freight business on the ground that 
this would deprive them, in part, of those 
“inherent advantages” of motor trans- 
portation to which they were entitled by 
law. Their objection was overruled on the 
grounds both that the rates proposed by 
the shippers’ committees were unreason- 
ably low and that motor and rail carriers, 
being competitors, must make their rates 
on the same general principles. “To set a 
minimum limit for motor carrier rates 
based not on out-of-pocket cost but on 
full allocated cost without setting a sim- 
ilar limit for railroad competitors would 
have unfair results.” Elsewhere, the 
Commission remarked: “‘It is clear that, 
as matters now stand, motor carrier rates 
cannot reasonably be constructed with- 
out regard to the competitive rates of 
other carriers. It also follows that, to the 
extent that such competition makes it 
necessary to go below full allocated cost 
plus a reasonable profit on some rates, 
there must be an opportunity to go above 
that standard on other rates if adequate 
earnings are to be obtained.” In both 
cases the Commission, although doubt- 
ing whether a system of rates free from 
the influence of value would be in the 
public interest and holding, with justice, 
that a sudden change, even if it were 
practicable, would be most disturbing, 
admitted, nevertheless, that a time might 
come when rail rates, assessed entirely on 
the cost of carriage, would be assimilated 
to road charges rather than vice versa.** 


*® Motor Carrier Act, sec. 202(4); 8 MCC 233, at 
Pp. 249; 24 MCC 501, at pp. 513-15; and 262 ICC 
447, at pp. 485-90. 
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Motor carriers in New England (possi- 
bly more farsighted and certainly better 
forearmed than their fellows elsewhere!) 
had already studied the costs of hauling 
freight by road and were thus able to pre- 
pare a classification especially adapted to 
the needs of highway transportation. The 
class into which any given commodity 
was placed depended upon the quantity 
which could be loaded into a ten-ton 
truck (the largest vehicle commonly used 
in New England), and class rates were 
assessed such that the truckload of 
freight would always yield the same reve- 
nue irrespective of the particular com- 
modities conveyed."® Unlike the National 
Motor Freight Classification, the New 
England classification allows only for 
differences in the costs of carrying the 
traffic and does not take into account the 
value of the goods themselves. It is thus 
based upon that principle of motor rate- 
making which was expressly rejected in 
the Central and Trunk Line cases. The 
Commission indeed remarked that the 
two classifications represented very dif- 
ferent theories of rate-making, but, deem- 
ing “further experimentation ... . [to 
be] clearly desirable,” it deferred final 
choice between the two while “awaiting 
the results of further and more extensive 
experience.” The classification and class 
rates proposed by the New England rate 
bureaus were accordingly prescribed pro 
tempore as the governing instruments in 
that territory,” a decision which, by 


98 MCC 287, at p. 291. See also 2 MCC 530, at 
Pp. 532: The New England class rates “were con- 
structed by the use of a formula which gives weight 
to the material elements of the operating, pick-up, 
and delivery costs of numerous carriers in this terri- 
tory, and is intended to yield a 10 per cent profit 
above the costs. The sth class rates are the base 
rates and in each class the rates decrease as the 
weights of the shipment increase. Seven weight divi- 
sions are used, based on the theory that costs vary 
with the size of the load carried, although not neces- 
sarily in direct proportion thereto.” 

2° 8 MCC 287, at p. 321; 24 MCC 501, at p. 523. 
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making motor-carrier class rates depend 
upon cost of service alone, represented 
quite an innovation. Elsewhere, the Com- 
mission has adhered to the convention 
established by the railways since their 
earliest days and fixed rates which varied 
from one commodity to another accord- 
ing to value and cost. 


V. MOTOR FREIGHT RATES AND 
RAILWAY CHARGES 


The I.C.C., unfortunately, has made 
no comprehensive investigation of the 
general relationship between motor-car- 
rier rates and those of the railroads. 
Their reports indicate, however, that in 
Central and Trunk Line territory motor- 
carrier class rates, on the adoption of the 
National Motor Freight Classification, 
were generally much the same as the rail- 
way class rates or possibly a trifle less. 
In New England, a territory in which 
comparison is naturally obscured by the 
difference in the classification, the Com- 
mission concluded that motor-carrier 
class rates were generally lower than the 
corresponding railway class rates.” Both 
rail and motor carriers have put in nu- 
merous commodity rates lower than the 
minimum class rates and other excep- 
tions to the classification. The competi- 
tion of another carrier, a private or con- 
tract motor carrier or the railroad, is al- 
lowed by the I.C.C. as an argument justi- 
fying a commodity rate less than class 
rate, provided that the competition is 
real and not merely feared or expected; 
and rail carriers in turn have sought and 
gained approval for special commodity 
rates to meet the competition of motor 
trucks. The Commission has generally 
been willing to approve motor commod- 
ity rates which a carrier could show af- 

** 8 MCC 233, at p. 236; 8 MCC 287, at p. 297; 24 


MCC 501, at p. 507. See also 262 ICC, at pp. 558 
and 681. 
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forded a reasonable compensation, pro- 
vided that the rate was not inconsistent 
with (i.e., different from) other rates for 
the same or similar merchandise in the 
same territory and provided that, from 
its nature, all shippers in the territory 
and not merely one or two could take ad- 
vantage of the rate.” Many applications 
for motor-carrier commodity rates have 
been reviewed in great detail; but it is, 
nevertheless, not easy to determine 
whether motor-carrier commodity rates 
on the whole exceed or undercut the com- 
peting rail commodity rates. From the 
Commission’s insistence on reasonable 
compensation, however, and from cer- 
tain general references, it appears that, 
except in New England, truck commod- 
ity rates were usually equal to, if not 
greater than, the competitive commodity 
rates established by the railways; and, in 
New England itself, at the time when the 
case was decided, truck commodity rates, 
particularly for hauls up to fifty miles, 
seem also to have been generally lower 
than the corresponding railway rate.” 
The Commission has since heard the Fif- 
teen Per Cent case. This was an applica- 
tion from rail carriers for a general in- 
crease in their rates, which was granted 
in part. The minimum rates prescribed 
for motor carriers were apparently raised 
at the same time. By 1943 the wartime 
growth of rail traffic and revenues had 
removed the justification for the higher 
(rail) rates, and the concession was with- 
drawn. Motor carriers, however, since 
theirs is (or was) regarded as a problem 

* Otherwise an undue preference or unjust dis- 
crimination might be created, which is expressly for- 
bidden by law. 


*3 8 MCC 233, at p. 237; 8 MCC 287, at pp. 302- 
3; 24 MCC 501, at p. 551. The New England motor 
carriers saw no justification for truck commodity 
rates lower than those maintained by the railways 
except possibly to meet water competition, but there 
was no evidence that this desirable condition had 
been reached! 


of too little rather than too much reve- 
nue, were allowed to continue the in- 
creased charges with the result that, at 
the present time, class and commodity 
rates by truck probably exceed railway 
class and commodity rates by about 5 per 
cent, at least, for the distance within 
which motor carriers can normally com- 
pete.*4 

A survey of British railway rates and 
the competitive road charges made some 
years before the war (1939) indicated a 
situation in England very unlike that 
which, judged at least from the Commis- 
sion’s reports, prevailed in the United 
States.** Public and limited carriers in 
Britain (corresponding to common car- 
riers in the United States) have neither 
constructed classifications of their own 
nor attempted to follow the railway rate. 
Left to themselves, the British haulers, 
in determining the appropriate charge for 
any particular commodity, have been 
guided substantially by the considera- 
tions which underlie the New England 
classification: (1) the density of the 
freight, which governs the weight which 
can be loaded into a truck; (2) the ease or 
otherwise with which the commodity can 
be carried as part of a mixed cargo; (3) 
the liability to damage; and (4) the size 
of the particular shipment. With the im- 
portant exception of the value of the 
freight, these are much the same as the 
statutory principles upon which British 
railway rates are constructed, prescribed 
in the Railways Act of 1921: “All other 
relevant circumstances, including the 
value of the goods, the bulk in compari- 
son to the weight, the risk of damage, and 
the saving of cost which may result when 
merchandise is forwarded in large quan- 


24 226 ICC 41 and 226 ICC 74, decided 1941. See 
also the late Commissioner Eastman’s dissent in the 
Trunk Line case, 24 MCC 501, at p. 625. 


25 See the writer’s Road and Rail, chaps. iv and v. 
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tities.”** The inclusion in the railway 
rate of an element allowing for the value 
of the merchandise (and its omission 
from the road charge) has tended to raise 
the railway rate in relation to the costs of 
carrying the less valuable commodities 
and to reduce it in relation to costs of 
carrying the more valuable. In fact, as 
inquiry showed, the charges asked by 
British motor carriers, which depend 
only on their own costs, are Jess than rail- 
way rate for the more expensive high- 
class merchandise and more than railway 
rate for the cheaper and low-class 
goods.*? There are twenty-one classes in 
the British General Railway Classifica- 
tion of Merchandise, numbered from 1, 
the lowest, to 21, which contains the 
most expensive freight. The British rail- 
way returns distinguish separately the 
tonnage of traffic classes as “‘coal, coke 
and patent fuel,” “minerals and heavy 
merchandise Classes 1 to 6,” and “gen- 
eral merchandise Classes 7 to 21.”” By a 
fortunate statistical coincidence the costs 
of operating trucks over the highways of 
Great Britain before the war were such 
that road charges for manufactured 
goods generally were substantially equiv- 
alent to the Class 7 railway rate. It fol- 
lowed, therefore, that motor carriers 
competed and competed successfully for 
all freight classes as “general merchan- 
dise Classes 7 to 21,” which included 
practically the whole range of manufac- 
tured goods; but they did not carry, in 
any volume, coal, minerals, and heavy 
merchandise (Classes 1-6). 

The relationship between road charges 
and railway rates in Britain cannot ade- 
quately be compared with that existing 
in the United States without considering 
at the same time the particular refine- 
ments in service offered by each com- 


*6 Railways Act (1921), sec. 29(2). 
*7 Road and Rail, chap. iv, Sec. I. 


petitor. British traders—and the same is 
true of the American shipper—for these 
reasons, often prefer the one service to 
the other, even at a higher rate.** In cer- 
tain other respects, however, the condi- 
tions of competition in Britain differ 
markedly from those obtaining in the 
United States. During the five years im- 
mediately preceding the war (1934-38), 
the average revenue per ton-mile from 
the (British) railway traffics principally 
affected by road competition (general 
merchandise, Classes 7-21) was around 
two pence; the average haul, 104 miles; 
and the average wagon load, 3 tons. The 
railroads in the United States are organ- 
ized for the carload of 30-40 tons and the 
long haul, an average of 350 miles, at a 
rate per ton-mile which does not appear 
to exceed one cent. One effect of these 
characteristics may have been to confine 
motor-carrier competition in the United 
States by length of operation rather than 
by class of merchandise, as in Britain. 
According to the evidence submitted by 
the Rate Committee in the Trunk Line 
case, for example, motor carriers found 
it unprofitable to transport low-rated 
commodities at class rates beyond certain 
distances. In the New England case it 
was reported that, “‘as distances increase 
beyond 50 miles, rail competition becomes 
more important” and that “for extremely 
long hauls the costs of truck transporta- 
tion prevents any possibility of the motor 
carrier competing with the rails.’”® It is 
always possible that, had the (British) 
General Railway Classification provided 
for all classes of goods in 20-, 30-, or 40- 
ton lots instead of allowing for loads no 
greater than 6 tons, traffic might have 
been distributed between road and rail in 
Britain as much by weight of consign- 
ment as by value of merchandise, and the 

8 Tbid., Sec. II; 24 ICC sor, at p. 510. 

2 24 MCC 501, at p. 510; 8 MCC 287, at p. 302. 


| 


me 


& 
al 


ROAD AND RAIL: A TRANSATLANTIC COMPARISON 515 


margin of competition between the two 
by (railway) class of goods would conse- 
quently have been less sharply marked.*° 
The explanation is at least plausible, and 
an elucidation of the difference which in 
this respect can be remarked between 
road and railway rate in the United 
States and Great Britain forms a worth- 
while subject for further inquiry. 

The damage which motor competition 
inflicted on the British railways was un- 
doubtedly serious. Railway traffic in the 
general merchandise classes (7—21)—al- 


war (1939), at a time when the estimated 
potential (railway) traffic was rising by 
one-third, the actual tonnage of general 
merchandise originating fell by one- 
quarter.* 

Between 1928 and 1935 (the latest 
year for which these particular statistics 
were available) the percentage of traffic 
at standard (class) rates fell in a greater 
proportion in the higher than in the lower 
class of goods, thus indicating that road 
competition had probably become the 
most important cause forcing the grant 


TABLE 3* 
RAILWAY FREIGHT TRAFFIC IN BRITAIN, 1935-38 
(In thousands) 
Year 1935 1936 1937 1938 
Tons originating: 
Merchandise Classes 7-21......... 45,314 48,324 50,319 44,276 
Total all classes, including coal, coke, 
270,878 | 280,713 | 207,151 | 264,429 
Classes 7-21 as percentage of total. 16.7 17.2 16.9 16.7 
Receipts: 
Merchandise Classes 7-21......... £39,742 | £41,746 | £42,907 | £40,306 
Total all classes, including coal, 
coke, and patent fuel........... £84,058 | £88,852 | £93,251 | £86,628 
Classes 7-21 as percentage of total. 46.8 47.1 46.0 46.5 


* Source: Ministry of Transport, Annual Returns of Railway Capital Recei pis and Working Expenditure. 


though mounting (until 1938 at least, the 
latest date for which pre-war statistics 
are available) to one-sixth of the total 
railway tonnage—yielded almost half of 
the gross revenue from freight (Table 3); 
and during the twenty years before the 


3° The conditions of traffic within a small, and in 
some ways relatively self-contained community, such 
as the Canadian province of Nova Scotia, admitted- 
ly resemble the circumstances neither of the United 
States nor of Great Britain. But it is nevertheless 
worth remark that truck charges in that province 
appear to lie between the third- and fourth-class 
railway rates. The first four class rates in the Cana- 
dian classification apply to merchandise in ‘ess than 
carloads; the lower classes (5-10) include only car- 
load lots. Truck rates in Nova Scotia are thus equiva- 
lent (or were in 1939-40) to the lowest class rates‘at 
which I.c.1. traffic is conveyed and are higher conse- 


of new exceptional rates (rates less than 
standard, corresponding broadly with 
commodity rates in the United States). 
But the larger proportion of traffic 
charged at exceptional rates is still found 
in the lowest classes, which reveals that 
there were still potent causes compelling 
new exceptional rates other than the di- 
version of traffic to road. 


quently than the class and commodity rates at which 
carload freight is conveyed (see the author’s Road 
and Rail Transport in Nova Scotia {Reports of the 
Nova Scotia Economic Council,” Vol. VI (Halifax, 
N.S.: King’s Printer, 1942)]). 

3 See Walker, Road and Rail: An Enquiry into the 
Economics of Competition and State Control, chap. v, 
Table 9. 
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The railways complained bitterly that 
the truckers, free from any obligation to 
carry, statutory or otherwise, selected ex- 
clusively the high-class and therefore 
high-rate traffic, and left the low-class, 
low-rate freight untouched for the rail- 
ways. The motor carriers naturally 
took the general manufactured goods 
because, owing to its value in relation to 


TABLE 4* 


PERCENTAGE OF TRAFFIC AT (BRITISH) STAND- 
ARD RAILWAY RATES, ONE WEEK 
IN MARCH 


CLass OF MERCHANDISE 


All Classes | Classes | Classes 
Freight 1-6 7-10 11-21 


Tons Originating 


25.28 | 35.96 
9-76 | 15.24 


39.00 | 42.00 


Receipts 


35-39 | 46.45 
16.40 | 21.76 


49.70 
31.70 


64.00 


59-75 
47.10 


46.00 | 47.00 | 79.00 


* Source: piniew> iry of Transport Railway Statistics, No. 194. 


For some similar U States statistics see 262 ICC 447, at 


Pp. 564, where it appears that on September 23, 1942, only 4. s Dee : 


cent of carload traffic was being conveyed at class rates, 
only 6.3 per cent of freight revenue was earned therefrom. 


its weight, the railway rate on these 
classes of merchandise exceeded the costs 
of carriage by road. But they did not re- 
fuse the coal, minerals, and heavy mer- 
chandise in Classes 1-6 because in itself 
this freight was an unprofitable haul. 
Quite on the contrary, they could not 
compete with the railway for this low- 
class traffic because, owing to the cheap- 
ness and bulk of the goods, the railway 
rate was generally less than the least 


cost of carriage by road even after due 
allowance had been made for its great 
density, small susceptibility to damage, 
and the fact that such commodities nor- 
mally move in full truckloads or wagon- 
loads. In these circumstances the sur- 
prising thing perhaps was not that so 
much rail traffic in general merchandise 
had been lost but that the railways re- 
tained any of the high-classed freight at 
all! The restrictions on the capacity of 
the road haulage business imposed by the 
licensing system were naturally a part of 
the answer—no licensing authority 
would have issued a license to a motor 
carrier who claimed that he had obtained 
his traffic at the expense of the railway. 
But the principal reason was one which 
would be nonetheless effective (although 
possibly less marked) were there no re- 
strictions whatsoever on the number of 
vehicles operated; and it lay in another 
characteristic in which the British rail- 
way rate system tends to disregard cost, 
namely, the uniform distance scale im- 
posed by the Railways Act of 1921. 
The standard rate (the statutory rail- 
way class rate) is composed of a fixed 
charge for terminal services plus a rate 
for conveyance, which diminishes per 
ton-mile as the length of haul increases 
but is otherwise the same for all equal 
distances. The exceptional (commodity) 
rates, lower than the standard charges, 
are constructed in exactly the same man- 
ner. The underlying principle thus being 
that of an equal rate for an equal dis- 
tance, British railway charges tend to ig- 
nore differences in the cost of working 
traffic over one route compared with an- 
other. The motor carrier, on the other 
hand, making his rates entirely on cost, 
charges more per ton-mile when condi- 
tions of operation are adverse than when 
they are favorable. In competition with 
the railway, therefore, he confines him- 
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self once more to that traffic for which 
costs by road are low in relation to rail- 
way rate—the loads to big centers 
whence a load back can always be ob- 
tained. The railways are left with the 
traffic for which the railway rate is low 
compared with cost by road—traffic to 
the minor centers from which a return 
load cannot always be obtained and the 
freight to the remote areas generally. Ir- 
respective of its class, the former is the 
cheaper traffic to haul; the latter, the 
really expensive. The greater number of 
exceptional railway rates less than class 
rates conceded on traffic between the 
bigger centers offsets, to some extent but 
not entirely, the comparative disadvan- 
tage of a uniform mileage scale applied to 
all rail routes, regardless of the relative 
costs of operation; and so the fact that 
the railways, by law, must charge at the 
same (class) rate per ton-mile over all 
their routes remained the fundamental 
reason why the railways still retained 
a share of the traffic in general merchan- 
dise and the real source of the inequity 
imposed by road competition. Motor- 
carrier services in Great Britain were 
operated normally between the big towns 
and busy areas. Road haulers carried, 
as a general rule, only to places whence 
return loads were to be had. If the des- 
tination was away from a main traffic 
route and held out small hope of a load 
home, a very high charge was made for 
the service—and the traffic went to the 
railways. A trader whose works were 
situated in a small town or in a rural area 
might find difficulty in getting the serv- 
ices of road haulers at all, unless he could 
offer a traffic both out and home large 
and regular enough to be attractive. 
Again, though there might be ample road 
services into and out of a large town, 
traders situated some little distance from 
it, though in the same industrial area, did 
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not easily obtain road transport for their 
goods at a reasonable rate, considering 
the slight increase in the total distance 
involved. Consequently, they had to rely 
principally upon the railways. 

A similar phenomenon has been ob- 
served in the United States. In both the 
Central Territory and the New England 
reports the Commission remarked upon 
the tendency of motor carriers to charge 
higher rates from places at which a small 
volume of traffic originates and ter- 
minates and lower rates between points 
exchanging a heavy flow of traffic. “The 
normal rates [in New England] have been 
lowered to some extent when traffic 
moves in large volume and the competi- 
tion is keen, and raised when the volume 
is small or operations indirect.” The 
Commission expressed its dissatisfaction 
with these departures from the distance 
formula, and motor carriers were admon- 
ished to remove these inconsistencies and 
incongruities from their rate structures. 
The New England case has since been re- 
opened, and the examiner’s report has 
just been issued. 

Little relation [is found] between the present 
class rates and short-line distances between the 
larger cities and New England. Between the 
smaller points the class rates bear less relation to 
distances, and there are numerous instances 
where the class rates to some destinations are 
considerably less than the rates to intermediate 
points on the same route. Situations such as 
these create a condition of undue preference of 
the larger cities and undue prejudice to the 
smaller communities . . . . [which] can be cor- 
rected by the prescription of class rates based 
on the most direct routes over hard-surfaced 


highways. 

It is therefore recommended that, in each 
of the three areas into which the territory 
is divided, class rates shall be determined 
according to a simple distance scale, and 
the length of haul computed as the short- 


328 MCC 233, at p. 253; 8 MCC 287, at pp. 297 
and 322. 
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est distance over hard-surfaced highways 
between the base points served. 


VI. BRITAIN AND THE UNITED STATES 
COMPARED 


The British and the American motor 
carrier fared very differently during the 
war. In the United States the industry 
naturally suffered from gas- and tire-ra- 
tioning, shortage of spares, and inability 
to obtain new equipment. But the prin- 
ciples of control established by Congress 
did not require modification to suit the 
needs of war. The business has remained 
in private ownership and control, and, 
if during the war the Commission has 
been mainly preoccupied with the deter- 
mination of maximum rather than mini- 
mum rates, it is only the inevitable con- 
sequence of a wartime increase of traffic 
and revenues. Conditions in Britain 
have changed much more drastically. The 
A, B, and C licenses were continued in- 
definitely from the outbreak of the war 
as “defense permits”; and, beginning 
with the rationing of fuel, government 
control was extended until it came to em- 
brace, in 1943, direct responsibility for 
the operation of all long-distance carry- 
ing (hauls exceeding sixty miles) and for 
all government traffic.*3 Late in Novem- 
ber, 1945, the lord president of the Coun- 
cil, speaking in the House of Commons, 
announced the government’s intention to 
nationalize the railways and long-dis- 
tance road haulage within the lifetime of 
the present Parliament, thus putting a 
dramatic stop to speculation about the 
date upon which and the conditions 
under which the business would be re- 
turned to private hands. But despite 
these opposites in political organization, 

33 The official Road Haulage Organisation, set 
up in 1943, now controls outright 388 of the larger 
undertakings and hires all other vehicles employed 
on long-distance work for more than 75 per cent of 
the time. The Ministry of War Transport is said to 
operate, in this way, upward of 34,000 trucks. 
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the central problem remains fundamen- 
tally the same on the two sides of the At- 
lantic. Among the first issues of policy 
which the British officials responsible for 
the administration of a nationalized 
transport organization will have to de- 
cide will be this question of rates. Will 
the nationalized concern charge road 
rates assessed on cost for road haulage 
and rail rates depending in part on value 
of commodities for conveyance by rail, 
leaving the public free to choose between 
the two, or will it offer a combined road- 
rail service and charge one rate, regard- 
less of the technical means employed? 
The first alternative may be ruled out, 
for it surely loses whatever economic ad- 
vantages nationalization has to offer. 
But if the second is chosen, someone, 
somewhere, has to decide, consciously or 
nor, whether to rely wholly on cost, thus 
adopting the pre-war practice of road 
haulers, or whether to stick to the tradi- 
tional combination of cost and value en- 
shrined in Section 29 of the Railways 
Act of 1921 and the Schedule of Standard 
Railway Charges. The Interstate Com- 
merce Commission, acting under author- 
ity of the Congress, will sooner or later 
also have to resolve the same issue, raised 
in the United States by the conflict of 
principle in the New England and Trunk 
Line cases, between a system of rate- 
making based upon cost alone and one 
which discriminates among the several 
classes of shipper according to the value 
of his freight. The Commission has al- 
ready expressed the opinion that, con- 
sidered abstractly, the New England 
theory of motor-carrier rate-making is 
the sounder, but in a later case it doubted 
whether “a system of transportation 
rates based on cost of service alone” 
would be in the public interest, “since 
there would be a common rate for all 
commodities of a given weight density 
and of necessity the level of rates on low 
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grade basic materials as well as the 
cheaper manufactured goods would have 
to be substantially increased.’’34 

The solid practical objections to the 
adoption of “cost of service” as the main 
determinant of transport charges cannot 
be denied; and the Commission can 
hardly be criticized for undue caution in 
its refusal to sanction a system of rates 
which might undermine the whole fabric 
of transport charges built up in the past 
and the commercial relations which de- 
pend upon them.’ Nevertheless, for 
what it is worth, it must be recognized, 


first, that the case against the “cost of 


service” principle is much weakened by 
the fact that the motor-carrier business 
consists of small actively competitive 
units, almost the ideal of classical eco- 
nomic teaching. Motor transport, indeed, 
must be one of the few industries in 
which technical progress has tended to 
reduce the scale of efficient and economi- 
cal organization and to increase rather 
than diminish the number of competitors. 
Second, the argument from theory in 
support of discrimination rests not upon 
the fact that railway undertakings, their 
overheads secured by high rates charged 
upon valuable and expensive merchan- 
dise, can then afford to transport low- 
valued commodities at rates approaching 
or less than marginal cost but upon the 
quite opposite principle that the convey- 
ance of the cheaper commodities at the 
lower rate should enable carriers to re- 
duce the rates on the more highly rated 
merchandise!*° In the early days of rail- 
roads, when traffic generally was light, 
there might have been no uniform rate, 


348 MCC 287, at p. 321; 24 MCC 501, at p. 514. 

35 24 MCC so1, at pp. 514-15, and the late Com- 
missioner Eastman’s dissent in the same proceeding 
at pp. 630-31. 

36 See, e.g., A. C. Pigou, The Economics of Wel- 
fare (3d ed.), Part II, chaps. xv and xviii, esp. p. 
286; and Joan Robinson, The Economics of Imperfect 
Competition, chap. xvi, sec. 2. 
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however high, at which the gross revenue 
from the freight offered would have ex- 
ceeded the gross costs of constructing, 
maintaining, and working a line of rail- 
way. The railway was then the only 
means of mechanical transport, and pri- 
vate enterprise, at least without con- 
tinuous subsidies, could not undertake 
to construct railways to haul even the 
most valuable goods without the promise 
of additional earnings made possible by 
the carriage of the cheaper commodities 
for less, that is, by discriminating in 
favor of the latter and charging “no 
more than the traffic would bear.” Now- 
adays, however, communities and regions 
in which the freight is light are no longer 
entirely dependent on the railway for 
mechanical locomotion—they can be 
served instead at less cost by competing 
motor carriers passing over public high- 
ways constructed partly for another pur- 
pose.s? Furthermore, on the densely 
worked lines, growth in the volume of 
freight, accompanied presumably by a 
reduction in (average) costs per ton, 
should long since have removed the orig- 
inal justification for discrimination. In 
theory, therefore, it should have been 
possible to diminish the disparities of 
rate (in relation to marginal costs) among 
the different classes of merchandise, that 
is, reduce the degree of discrimination, 
without causing railway gross revenue to 
fall continuously below gross costs. 

All this admittedly is a highly specula- 
tive argument, the practical value of 
which it would be hard to determine; and 
a more important consideration, no 
doubt, is the fact that the element of dis- 
crimination represented by an allowance 
in the rate for the value of the merchan- 
dise has become a generally recognized 

37 For an examination of the principles involved 
see Road and Rail Transport in Nova Scotia, esp. 
chap. vi, and the author’s “Road Competition and 
the Regulation of Railways,” Economic Journal, 
XLVI (1936), 662-75. 
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and accepted constituent of transport 
charges. It is common to all railway sys- 
tems and is old enough to have acquired 
a considerable odor of respectability. Add 
to this, that if, as the Commission pre- 
supposes in the passage quoted above (pp. 
518-19), the general effect of regulation 
over the years has been to reduce railway 
rates all around, compared with (average 
railway) cost, but without lessening the 
relative degree of discrimination between 
one class of commodities and another, it 
might well be that the disturbance to 
business involved in the abandonment at 
this late date of the principle of discrim- 
ination and the consequent (possible) in- 
crease in rates on the cheap and bulky 
freights would offset any gain from the 
lower rates, based on (truck) costs, at 
which the more valuable goods could be 
carried. This defense of the status quo, 
however, assumes (a) that the rail rates 
on the cheaper merchandise have, in fact, 
already been reduced below a charge cor- 
responding to direct (marginal) cost plus 
a “fair” allocation of the railroad over- 
head; (5) that the difference is being 
made up out of the higher charges paid 
by the shippers of the more valuable mer- 
chandise; and (c) that an increase of the 
lower class rates would, in fact, yield a 
larger net revenue to the carriers. The 
validity of these assumptions is at least 
questionable, particularly in view of the 
known greater prosperity of the railroads 
hauling the largest proportions of coal 
and minerals, but the argument unhappi- 
ly is one which does not lend itself readily 
to statistical examination. 

The I.C.C. has pending, at the mo- 
ment, two investigations into Motor 
Freight Classifications and Class Rates 
Nos. MC-C-150, and MC-C-200. The 
reports in these proceedings should be a 
valuable contribution to the discussion 
of this vexing question. 

In a comprehensive proceeding re- 
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viewing railway class rates and classifica- 
tions** the Commission has found that 
railway classifications and class rates are 
unjust and unreasonable in certain re- 
spects. An “ultimate” revision has been 
proposed which, if carried through con- 
sistently, would apply a single classifica- 
tion and single scale of rates based simply 
on mileage, to the whole of the United 
States east of the Rocky Mountains, and ° 
so establish throughout this wide area 
railway rates on the principle of an equal 
rate for an equal distance. Such a uni- 
form distance scale as this, is, in fact, a 
discrimination against those who ship 
over the routes which, for one reason or 
another, are the cheaper to work and in 
favor of those who consign their freight 
over the more expensive. The mileage 
scale represented by the Schedule of 
Standard Charges was probably the prin- 
cipal source of the British railways’ pre- 
war distress—and, what is more impor- 
tant, it was certainly responsible for 
a distribution of traffic between rail and 
road the reverse of economic. 

It may be that the particular relation- 
ships between road costs and railway 
rates which lead to such unfortunate re- 
sults in Great Britain—railway rates 
high in relation to (average road) costs 
over the denser routes and for the larger 
consignments and relatively low where 
traffic is light and shipments small—do 
not prevail in the United States. But one 
would certainly expect, at a first glance, 
that operating conditions over so wide an 
area as the United States east of the 
Rockies would differ from one territory 
to another in a greater degree than any 
differences which might be remarked in 
Great Britain; and, the greater the dis- 
parities of operating conditions, the more 
does the uniform distance scale move 

s* Railway Class Rate Investigation No. 28300 


and Consolidated (Railway) Freight Classification 
No. 28310 (262 ICC 447, decided May, 1945). 
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away from the costs of working any par- 
ticular route.** In the United States, as 
in England, rail carriers “jointly operate 
a homogenous system of transportation. 
The motor carriers .... are... .amere 
aggregation of hundreds of individual 
carriers whose operations, many of which 
are very small, are disconnected to a 
greater extent than they are connect- 
ed.”4° Given a system of railway rates 
which ignores differences in operating 
cost between one route and another, the 
motor carrier in the United States, even 
though finally subject to a schedule of 
minimum rates sharing this character- 
istic, will, nevertheless, still be free to con- 
centrate his small operation on the par- 
ticular consignments which are cheap to 
carry and the particular routes which 
cost least to work, leaving the railroads 
in exclusive but unwilling possession of 
the expensive shipments and the relative- 
ly unprofitable hauls. The final result 
might not be so extreme as the British 
example in the years before the war, but 
it would share its worst features, to the 
injury at least of the railway stockhold- 
er, and to the certain detriment of the 
policy of Congress to “improve the rela- 
tions between, and coordinate transpor- 
tation by and regulation of, motor car- 
riers and other carriers.” 

The growth of a motor transport serv- 
ice composed of small units in active com- 
petition with one another alongside a 
railway system organized and controlled 
fundamentally as a monopoly impales 
public policy on a cruel dilemma. Ship- 
pers, and public regulatory bodies per- 
haps even more, set great store by the 
principle of equality, and the stability 
and uniformity now become normal fea- 
tures of railway rates—the freedom from 

3° See Commissioner Porter’s dissenting opinion, 
262 ICC 447, at p. 712. 
4°8 MCC 287, at p. 324. 
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discrimination and the broad similarity, 
the “consistency,” as the Commission 
puts it, of one rate with another in like 
circumstances. But the shipper, with 
justice, wants to enjoy the “inherent ad- 
vantages” of a new means of mechanical 
transport. Apart from certain additional 
facilities and refinements in service, prin- 
cipally the result of the greater personal 
attention which the small operator can 
devote to his clients compared with the 
large, the bulk of these advantages is 
to be found in the lower charge which 
road motor carriers can offer in the in- 
dividual case. Done by a railroad, this 
would amount to undue preference, an 
unjust and therefore unlawful degree of 
discrimination. But the (small) motor 
carrier, unlike the (large) railway, cannot 
be expected to extend to all shippers re- 
quiring the same service the concession 
offered to a favored client just because, 
owing to his small size, and owing to the 
lack of any well-organized and compre- 
hensive facilities for forwarding through 
traffic, he does not and cannot carry for 
all shippers, but only for one or two, or at 
the most a few.“ The alternatives are dis- 
tinctly awkward. In effect, legislatures 
and regulatory bodies must choose be- 
tween a system of charges incorporating 
the century-old ideals of stability, uni- 
formity, and equality and the fullest 
possible exploitation of a new and, in 
many ways, greatly improved technique. 
The problem of combining the best of 
both may not resist the wit of man; but 
neither in the United States nor in Great 
Britain has a satisfactory combination 
yet been evolved. 

FACULTY OF COMMERCE AND SOCIAL SCIENCE 


UNIVERSITY OF BIRMINGHAM 
ENGLAND 


« As, indeed, the ICC seem prepared to admit 
(see 8 MCC 287, at p. 324). 
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THE BRITISH LABOR PARTY AND DOMESTIC REFORM 
MARY E. MURPHY 


‘AR found Britain in September, 

1939, unprepared and hesitant 

to accept the tremendous sac- 
rifices inherent in modern combat. The 
task of guiding the government’s falter- 
ing steps toward complete mobilization 
was assumed by the leaders of labor. In 
the following paragraphs a record is pro- 
vided of the labor movement’s rise in 
prestige and authority before and during 
the course of World War II, culminating 
in the recent overwhelming victory for 
the Labor party—largely because of its 
drastic program of domestic reform. 

In the General Election of 1895, for 
the first time in English history, a group 
of labor candidates, independent of 
other parties and standing for the separ- 
ate representation of the working classes 
in Parliament, offered themselves to the 
voting public. These representatives 
numbered twenty-eight, and all were de- 
feated, polling a total of only 44,000 
votes. Fifty years later the Labor party 
sponsored 601 candidates and elected of 
this number 392 with a total popular 
vote of nearly twelve million—almost 
half of the total votes cast. The indi- 
viduals who were elected to Parliament 
constituted a more representative dele- 
gation than any Labor party had pre- 
viously offered, including many agricul- 
tural workers, now effectively organized 
for the first time, servicemen and women, 
and large sections of the middle classes. 
Not since the Liberal government of 
1906 has there been such an influx into 
the House of Commons of new men and 
women inspired by new thoughts and 
programs. In fact, nearly two hundred 


Labor members of Parliament have been 
engaged in professional work and are not 
merely delegates of trade-unions. 

In the half-century period following the 
first proposal of labor candidates, the 
party became in the broadest sense a 
national political unit, embracing every 
class in the community. This change was 
accompanied by general acceptance by 
opponents of principles which, when first 
proposed, were rejected with vehemence. 
Unemployment at the turn of the cen- 
tury, for instance, was regarded as the 
fault of the individual, not as the result 
of economic maladjustment; wage rates 
and hours of work then were considered 
to be matters open for settlement by em- 
ployers and workers while, today, the 
state accepts responsibility for the maxi- 
mum use of human resources and the 
statement of minimum conditions of 
work. 

In the years before the first World 
War, the Labor party was motivated by 
Fabian influences, trade-union tradi- 
tions, and theories of politically con- 
scious Socialists, and its policy in Parlia- 
ment was confined to advocating the de- 
mands of these groups. In 1918 the party 
published A New Social Order, proposing 
reforms in social services and declaring 
its belief that the state should be respon- 
sible for providing the requisites of life 
for all its citizens and for controlling the 
economic and social order. From that 
period forward, party membership was 
thrown open to any individual, irrespec- 
tive of whether he or she belonged to a 
union or labor organization, who ac- 
cepted these principles. From this time, 
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also, the party became a powerful politi- 
cal organization, with local parties in 
each electoral constituency, a constitu- 
tion and machinery appropriate to a 
nationally responsible group, and a plat- 
form outlined at an annual conference 
attended by representatives of constitu- 
ency parties and unions. 

Since World War I, however, only the 
Conservatives have been able to win a 
majority in Parliament. Labor served as 
the minority government, it is true, for 
eight months in 1923, but its record was 
not particularly distinguished. Although 
pledged to nationalize the coal mines, it 
succeeded only in raising miners’ wages. 
Again, in 1929 and for two years there- 
after, Labor formed the minority govern- 
ment, but its effectiveness was seriously 
impaired by the persistent opposition of 
the Conservative-dominated House of 
Lords. However, trade and diplomatic 
representatives were exchanged with 
Russia, and steps were taken to re- 
organize and control the coal industry, 
to unify road transport services, and to 
stabilize wages. An extensive program of 
public works was instituted, and unem- 
ployment benefits were increased. Con- 
servatives and Liberals joined to defeat 
legislation aimed at fixing prices to pre- 
vent profiteering, and the House of Lords 
rejected a bill to raise the school-leaving 
age to fifteen. An examination of the 
legal measures passed or projected in the 
two years to 1931 reveals their striking 
similarity to those which the Coalition 
government deemed essential between 
1940 and 1945. 

The British Labor party is erected 
upon a faith in democratic socialism, and 
it therefore strives by constitutional 
means to transform Britain into a Social- 
ist commonwealth. With this objective 
in view, it has endeavored since its foun- 
dation, and especially since its reor- 
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ganization in 1918, to win a majority of 
the electorate so that a government 
might be formed which could use the 
machinery of the British constitution to 
attain the economic and social trans- 
formation demanded by a constructive, 
practical socialism. The proposal that 
the community should own and control 
large areas of economic activity, such as 
transportation, coal-mining, and public 
utilities, is based on the belief that these 
economic activities should not be 
founded on private profit or exploitation 
of workers. The Labor party may be 
considered to have won the recent elec- 
tion because its program offered the 
people positive measures for the attain- 
ment of an adequate housing project, a 
high and stable level of employment, a 
comprehensive system of social insur- 
ance, and a detailed plan for the recon- 
version of industry to peacetime produc- 
tion. In a word, Labor proposed a posi- 
tive program embodying necessary 
changes in the organization of British 
economic life and such control over man- 
power, productive equipment, and 
finance as will enable these changes to be 
made at the utmost speed and with a 
minimum of friction. 

Prevailing Labor party philosophy is 
based on the report on postwar recon- 
struction prepared last year by the Trade 
Union Congress, the amalgamating body 
of British unions. This document main- 
tains that there are some industries of 
marked importance to the general well- 
being of the community, including coal, 
gas and electricity, iron and steel, and 
transportation. Public ownership of these 
fields is desirable, in Labor’s opinion, as 
a condition of effective economic plan- 
ning but, if it is not possible to national- 
ize them as entities, at least the nation’s 
coal mines and railways should be 
brought under national ownership and 
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the remaining industries under public 
control. Besides advocating that the 
form of national ownership should be a 
public corporation for each industry, 
governed by a board and responsible to 
Parliament through a minister, the Con- 
gress states that fair compensation, in 
the form of government bonds bearing a 
fixed rate of interest, should be paid for 
all companies acquired. 

The exercise of public control in differ- 
ent ways and in a varying degree over the 
whole of economic life is proposed by the 
Trade Union Congress. Special spheres 
in which, to safeguard the public in- 
terest, the state must have adequate con- 
trol include utilization of land and water, 
supply of cash and credit money, rate of 
gross investment, location of industry 
and general physical planning, and for- 
eign trade lending and investment. In 
industries which require some measure of 
immediate and direct public regulation, 
working parties would be appointed, 
composed of employers’ and workers’ 
representatives, with an impartial chair- 
man and independent public members 
appointed by the government. These 
would include industries requiring great- 
er unification, such as cotton and woolen 
textiles; those with control in the hands 
of one holding company or financial 
group as, for example, heavy chemicals, 
rayon, cement, soap, nonferrous metals, 
rubber processing, grain milling, and 
tobacco; those producing capital goods in 
which the greater part of the manufac- 
turing process is concentrated in rela- 
tively few establishments, such as heavy 
sections of mechanical and electrical en- 
gineering, motorcars, aircraft, railway 
locomotives and rolling stock, and ship- 
building; and those with products in 
general demand by consumers, such as 
furniture, clothing, processed foods, do- 
mestic utensils, and home appliances. 
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The proposed groups, possessing no 
authority over wages and conditions of 
work, would not fix prices or restrict out- 
put, but they would be concerned with 
concentration of output, research, cost 
accounting, and welfare services. The 
technique of the working party repre- 
sents an entirely new factor in British in- 
dustry, carrying into peace the principles 
of the joint production committee 
adopted during the war. 

The recently issued report of the work- 
ing party for cotton points out that, be- 
cause of lack of manpower, the Lan- 
cashire mills will have to produce with a 
highly paid but smaller labor force than 
before the war. Improved spindles and 
looms as well as greater continuity of 
production must be secured. Various 
plans are offered for the financing of new 
equipment, including changes in the 
government tax policy and increases in 
the controlled prices of yarn and cloth. 
It is recommended, too, that at least one 
completely modernized mill or weaving 
shed be established in each important 
section of the industry as an example for 
the whole field and as a “yardstick” 
unit; that mills should operate together 
in groups large enough to handle their 
own problems and to co-operate effec- 
tively on a policy for the industry; that 
management and wage-earners should 
study more productive methods of staff- 
ing and operating plants. Other working 
party reports are expected to be issued 
from time to time, and gradually their 
recommendations will be introduced in 
the industry. 

Both the Labor party and the Trade 
Union Congress have developed their 
future economic policies in the light of 
the declared aims of the British working- 
class movement. These include the main- 
tenance and improvement of wages, 
hours, and conditions of work; the 
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guaranty that every wage-earner will be 
free to choose the work he prefers and for 
which he is trained, at rates of wages and 
under conditions corresponding to his 
skill and the nature of the job; and the 
extension of the influence of workers 
over the policies and purposes of indus- 
try. The economic program jointly sug- 
gested is designed to attain certain mini- 
mum economic and social reforms in the 
immediate peace period, as a part of the 
gradual transition from unregulated 
private enterprise to public ownership 
and control. As the extension of public 
control must mean an increasing democ- 
ratization of economic life, insistence is 
placed upon the right of labor organiza- 
tions to be represented on the governing 
boards of publicly owned industries, and 
the appointment of consultative councils 
at national, regional, and sectional levels 
to advise these boards in the formula- 
tion and administration of policy. 

The statement, “Let Us Face the 
Future,” adopted by the Labor party in 
May, 1945, couches the party’s program 
in the following proposals, many of which 
were incorporated in the Congress’ 
statement just described. First, the 
whole of the national resources in land, 
material, and labor must be fully employed, 
and production must be raised to the highest 
possible level. The main features of an 
adequate employment policy, contem- 
plated in this aim, would include ad- 
ministration by the government to main- 
tain the demand for the products of in- 
dustry at a level sufficient to employ the 
whole of the population available for 
work, to direct the location of industry 
with proper attention to the supply and 
availability of workers, to insure that 
industry is properly organized so that the 
demand for its products becomes effec- 
tive in the provision of employment op- 
portunities, to regulate the total amount 
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and character of internal and foreign 
trade relative to Britain’s need for im- 
ports and the type of her industries, and 
to train workers when they become re- 
dundant in their existing industry or oc- 
cupation. Success in the attainment of 
full employment, the Labor party em- 
phasizes, will be dependent ultimately on 
the extent to which private enterprise is 
supplanted by public ownership or is 
subjected to public control. What is re- 
quired is not the provision of relief works 
but the comprehensive planning of all 
forms of investment by a national board 
and the preparation by the government 
of an annual manpower budget in which 
an estimate is made of the total employ- 
ment which the probable outlay on con- 
sumption and investment will provide 
and of sufficient additional public ex- 
penditure to employ all available 
workers. 

Second, planned investment in essential 
industries and on houses, schools, hospi- 
tals, and civic centers should occupy a 
large field of capiial expenditure with a 
national investment board determining 
social priorities and promoting better 
timing in private investment. The Labor 
party believes that new investment must 
be guided in peace as in war by consider- 
ation of the national interest. The Bor- 
rowing (Control and Guarantee) Bill 
holds two main purposes: first, to control 
the flow and direction of new investment, 
and, second, to stimulate that flow into 
channels most necessary for the national 
economy. It authorizes the Treasury to 
regulate borrowing and financing of 
British business enterprise by share and 
security issues, although borrowing from 
banks in the ordinary course will not be 
effective. To stimulate the flow of money 
in the proper direction, the government 
will guarantee loans to private industry 
up to $200,000,000 in any one year, if 
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satisfied that such action will aid recon- 
struction and development of home 
enterprise. 

The state proposes to set up a Nation- 
al Investment Council to advise the 
Treasury and to continue the Capital 
Issues Committee and the Public Works 
Loan Board. The activities of these 
bodies and of the recently established 
Finance Corporation for Industry and 
the Industrial and Commercial Finance 
Corporation will be closely connected 
with the operation of the Bank of Eng- 
land and with over-all government plan- 
ning based upon the most essential re- 
quirements of the country. The proposed 
scheme, just outlined, appears to be well 
designed to organize investment so as to 
promote full employment, although the 
system of reference to individual govern- 
ment departments, already a cause of 
delay, is apparently to continue. The 
greatest doubt about it, however, is 
whether the subjection of all substantial 
capital projects to Exchequer approval 
will permit sufficient scope for new in- 
dustrial programs and processes. 

If pre-war experience is any guide, the 
post-transition period will be handi- 


capped by an inadequate demand for _ 


new real investment. This condition 
will weaken the possibility of full em- 
ployment and will lead to the under- 
investment of the national income in 
new capital equipment. Past evidence 
indicates, though, that savings were 
fully adequate to meet all the demands 
made upon them, but whether they will 
be in the future, when equalization of 
incomes has been carried to the greatest 
possible extent by the Labor govern- 
ment, is somewhat more doubtful. 

The Investment Bill is the second of 
three measures aimed at providing the 
Treasury with vital financial sanctions to 
implement the state’s economic policy. 
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Close scrutiny of the Bank of England 
Act, to be discussed later, with its 
powers of direction, reveals it to be an 
instrument governing the pattern of 
short-term bank lending. The Invest- 
ment Bill has a dual purpose of affording 
transitional control over operations in 
the new capital market and, in the period 
beyond inflationary scarcities, of assist- 
ing the wider planning of real capital de- 
velopment. These acts will soon be com- 
pleted by an Exchange Control Bill to 
protect domestic capital from the haz- 
ards of foreign trade and to insure the 
successful completion by Britain of the 
obligations under the Washington Agree- 
ments to provide free exchange in pay- 
ment for current transactions. In that 
80 per cent of British industry where 
private initiative will retain a large 
measure of scope, individual decisions 
will be suggested which, taken collec- 
tively, will determine the nation’s pros- 
perity. The state’s task will be to endow 
these decisions with social meaning, to 
co-ordinate enterprise in new functions of 
real investment with the general aims of 
a rising national income, and to prove 
that opportunities for private profit are 
not necessarily contrary to the com- 
munity interest. 

In the Labor government’s first bud- 
get, announcement was made to the 
effect that every effort will be directed to 
correlating it with future budgets so that 
the Treasury can follow, through the 
years immediately ahead, a consistent 
financial plan to assist industry and 
trade and to bring benefits in due pro- 
portion to all sections of the country. 
The latest budget of $15,548,000,000 re- 
veals the cost of Labor’s social better- 
ment program, now standing at $580,- 
000,000 but expected to reach ultimately 
about $2,800,000,000 annually when the 
full effect is felt of retirement pensions, 
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national health service, and increased 
family and children’s allowances. This 
last figure, however, does not consider as 
a part of the social program either hous- 
ing or cost-of-living subsidies, reaching 
approximately $520,000,000 and $r1,- 
200,000,000, respectively. The outlay for 
regular social services should level off at 
about $4,000,000,000 a- year, but it is 
much more difficult to estimate what 
height the cost of industrial nationaliza- 
tion will reach. The latter involves the 
substitution of a large amount of new 
government securities for large sums of 
various types of private capital obliga- 
tions. No one has yet hazarded a guess as 
to how this will affect the basic cost of 
raising capital for industry. Labor critics 
believe that this cost element will rise, 
but no alternative has been found that 
handles the collection and allocation of 
national savings as effectively as the 
London capital market. The cost of 
raising capital through government se- 
curities is very low now, and the Treas- 
ury intends to keep it down to about 
2} per cent for long-term issues. A 
rather unsatisfactory omen is apparent 
in the new White Paper on National In- 
come (Cmd. 6784), which stresses that, 
although the national money income has 
been rising steadily, the proportion of 
private incomes going into savings has 
fallen from 19 to 17 per cent since 1943. 

There is no expectation of balancing 
the budget in the fiscal year ahead, al- 
though the gap between expenditure and 
income will be narrowed. When the 
national accounts are finally equalized, 
the state will follow a deliberate policy of 
planning surpluses in good years and 
deficits in depression periods, in the in- 
terest of maintaining a stable economy. 
The Treasury has no preconceived no- 
tions about the desirable volume of 
money but is prepared to let it take care 
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of itself, subject to certain physical con- 
trols. It is apparent, too, that through 
the increase in surtaxes on large incomes 
Labor intends to continue the steady 
advance toward economic and social 
equality begun during the recent war. 

In the Anglo-American Loan Agree- 
ment, under which a sum of $3,750,000,- 
ooo will be repaid at 2 per cent over fifty 
years beginning on December 31, 1951, 
the payment by Britain of $140,000,000 
annually, subject in part to a waiver 
clause, is not going to dictate the life or 
death of the English economy. It is not 
the loan or its repayment that is causing 
alarm in Britain but the wider conditions 
attaching to it. It has long been known, 
for instance, that exports must be in- 
creased by 50 per cent above their 1938 
volume; the financial burden now as- 
sumed raises this figure to 75 per cent. 
The whole of this increase will necessarily 
be concentrated on manufactures. In this 
decisive field Britain will have to secure 
additional markets equal to one-fifth of 
the whole international trade of the 
world. She cannot survive unless she can 
use her great import market as a bar- 
gaining lever to find the necessary 
markets for her exports. For suc- 
cess, then, America must pursue a 
policy of full employment and balance 
her international payments by more 
ample imports. The economic conse- 
quences of the Anglo-American Loan 
Agreement depend entirely on whether 
or not British exports can be expanded 
by the requisite amount—to 175 per cent 
of the 1938 volume—by the time the 
line of credit in this country is exhausted. 
Without an active export campaign, 
however, there is very little prospect of 
Britain’s recovering command of her 
peacetime economic affairs. 

Few Americans comprehend the gravi- 
ty of Britain’s position. Total United 
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Kingdom losses of national wealth dur- 
ing the war are expressed approximately 
in Table 1. 

The table omits any estimate of pri- 
vate disinvestment, and makes no al- 
lowance for the possible wartime value of 
capital work undertaken by the govern- 
ment. Britain’s pre-war national wealth 
has been estimated at about $120,000- 
000,000, at present prices, so she has 
suffered a wartime loss of about one- 
quarter of her national wealth. It is the 
transitional period which is fraught with 
enormous problems, for one authorita- 
tive estimate indicates that, even if her 
export drive goes well, the deficit in the 
British balance of payments in 1946 


TABLE 1 


Physical destruction on land $ 6,000,000, 000 
Physical destruction of ship- 

ping and cargoes......... 3,000, 000,000 
Internal disinvestment... . . 3, 500,000,000 
External disinvestment... .. 17,000,000,000 


$29, 500,000, 000 


will total $3,000,000,000, and this figure 
does not include repayment of war and 
postwar debts. In 1947 and 1948, the 
total deficit may reach $2,000,000,000. 

The British government has recently 
completed a system of bilateral financial 
arrangements with Western European 
countries which some observers believe 
is a possible alternative to the Bretton 
Woods plan. Effective agreements now 
exist between Britain and each of her 


Western European allies, except France 


(soon to be negotiated), and with 
Czechoslovakia, Denmark, Sweden, and 
Switzerland. They range from three to 
five years in duration and provide for 
the acceptance of sterling by the central 
banks of the various countries in settle- 
ment of current payments from Britain 
and the acceptance of local currencies by 
the Bank of England in settlement of 
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payments the other way. All the agree- 
ments specify that sterling will not be 
used by European central banks to pur- 
chase currencies without the pledge of 
the Bank of England and the other 
party that each will take necessary steps 
to prevent the movement of funds which 
serve no economic purpose. In addition, 
all of them state that the terms will be 
reviewed if either country adheres to a 
general monetary agreement. 

Although the new arrangements, de- 
scribed in the preceding paragraph, are 
less restrictive than Britain’s wartime 
agreements with sterling area countries, 
the Exchequer nevertheless limits the 
convertibility of sterling in these postwar 
accords in a manner at variance with the 
Anglo-American Loan Agreement. Under 
the last-named, Britain is bound to make 
sterling convertible within a year but, 
under the agreements made with the 
Western European nations, sterling up 
to certain limits is not convertible. It is 
possible that the British government 
will endeavor to obtain American ap- 
proval of the bilateral agreements for 
a transitional period on the premise that 
the amount of inconvertible sterling in- 
volved is not large from the American 
point of view and that the delay in the 
ratification of the Anglo-American loan 
has left them in operation for such an 
extended period that it would be difficult 
to modify them. 

Third, the Bank of England must be 
brought under public ownership, and the 
operation of other banks harmonized with 
industrial needs. Under a recently en- 
acted bill, ultimate power of the Bank 
henceforth will rest with the state al- 
though it is not intended that there 
should be constant government inter- 
ference with its day-to-day operations. 
The powers over commercial banks are 
designed to insure priorities in the dis- 
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posal of short-term funds parallel with 
the control relating to long-term finance 
sought in the National Investment 
Board program. For instance, banks may 
be urged to expend their resources on 
certain types of investment which the 
state or the Bank of England consider 
vital in the interests of a planned 
economy, with the aim of securing full 
employment and enhancing the export 
trade. 

The government obligations, given in 
exchange for stockholders’ holdings, 
will average the same gross annual re- 
turn as the Bank’s stock did over the 
last twenty years. Treatment of these 
shareholders, however, should not be 
taken as a precedent for other national- 
ization plans as future schemes may 
apply to industries and financial institu- 
tions which have been operated less 
efficiently than the Bank of England and, 
for this reason, deserve less generous 
treatment. It should be noted here that 
the Labor party’s program of national- 
ization does not imply confiscation. If 
Parliament decides that any industry is 
to be brought under public ownership, 
the existing owners or stockholders will 
be given fair compensation. Every field 
will be considered on its own merits and 
in all cases the methods of nationaliza- 
tion and of subsequent operation may 
vary greatly. 

Fourth, ihe fuel and power industries, 
inland trans port facilities, and the iron and 


_ steel fields must be publicly owned. The 


proposed scheme for the iron and steel 
industry contemplates an expenditure 
of $672,000,000 over a 5- to 7-year 
period (Cmd. 6811). This sum, to be 
spent on the erection of new plants, is 
aimed at increasing the industry’s capa- 
city from 14,000,000 to 16,000,000 tons 
yearly and at lowering all costs. Appro- 
priate sections of the steel field to be in- 
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cluded in nationalization include iron 
ore, coke ovens associated with steel 
works, the manufacturing of pig iron for 
all purposes, the manufacture of steel 
ingots from pig iron or scrap, the primary 
or heavy rolling sections, and various 
finishing operations. An essential part of 
the program is the purchase from the 
United States of $36,000,000 worth of 
equipment for a new sheet and tinplate 
mill and a new broad flange beam mill. 
This is recommended as an alternative 
to building up British capital for makiag 
rolling mill equipment beyond the level 
needed after the extensive expansion and 
re-equipment program has been com- 
pleted. 

Amost half of the requisite funds to 
finance the above scheme can be met by 
the industry’s own resources and the re- 
mainder through the assistance of the 
capital market. Immediate discussions 
will take place to insure that urgent 
modernization plans are carried through 
without delay during the period neces- 
sary for the preparation and operation of 
the nationalization plan. A Central 
Board will be appointed to replace the 
Iron and Steel Control; it will be re- 
sponsible to a minister for the general 
control and supervision of the industry. 
The government now must formulate 
the criteria to be satisfied by an invest- 
ment policy for the industry, and a board 
must be chosen whose members will be 
able to contribute specific experience of 
some aspect of the industry. Failure in 
the reconstruction of this important 
industry will seriously impair Britain’s 
international position as well as her pro- 
duction drive. 

The plan for state acquisition of all 
means of internal transport suggests the 
appointment of seven operating boards 
under one national authority with spe- 
cial bodies appointed to preside over 
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railways, road haulage, road passenger 
transport, canals and inland waterways, 
ports and coastwise shipping, and inland 
airways. Major lines would be taken over 
promptly and smaller ones acquired over 
a period of years. In the meantime the 
government will continue its wartime 
controls over the operation of vehicles to 
build up a national service of maximum 
efficiency. Compensation to owners of 
transport facilities will be based upon a 
formula known as ‘“‘reasonable main- 
tafmable revenue,” that is, the actual 
earnings of a given enterprise over a 
period of years, adjusted in the light of 
existing circumstances. 

Under the government’s recently en- 
acted plan for nationalizing civil avia- 
tion (Cmd. 6712), there will be three 
state-owned corporations covering the 
entire field with only private, club, and 
charter flying free from control. These 
three public corporations, namely, the 
British Overseas Airways (capital $200, 
000,000), the British European Airways 
Corporation (capital $80,000,000), and 
the British South American Airways 
(capital $40,000,000), will have complete 
supervision of all scheduled British air 
routes except those operated by foreign 
companies under international agree- 
ment, and they may receive grants from 
the Treasury to cover operating losses. 
The powers vested in the minister of 
civil aviation include authority to order 
that the specific rights of airline com- 
panies may not be exercised without his 
consent and to direct companies to carry 
out their functions in a manner consistent 
with the public interest. 

The coal industry will be nationalized 
as part of a wider scheme of converting 
the provision of fuel, light, and power 
into a public service. Under a recently 
enacted bill (based on Cmd. 6716) all 
mines are to be transferred to a single 
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National Coal Board whose nine mem- 
bers, all appointed by the minister of 
fuel and power, have the responsibility of 
working the mines, securing the efficient 
development of the industry, and mak- 
ing supplies of coal available in such 
quantities and at such prices as seem to 
them best calculated to further national 
aims. The measure also provides for two 
councils, representative of consumers 
and distributors of coal, to investigate 
and report to the board. 

Compensation for coal resources sep- 
arates payment for assets of the industry 
—that is, those assets which have been 
taken into account in periodic wage 
calculations—and other assets owned. 
For the industry’s properties, a tribunal 
is to be appointed, consisting of two 
judges and an accountant, whose major 
task will be to ascertain “the net annual 
revenue which the assets as a whole 
might reasonably be expected to earn in 
the future if they were not transferred to 
public ownership.” The tribunal will 
then apply a fair number of years’ pur- 
chase to this sum, with the total amount 
to be allocated by a central valuation 
board between districts and ultimately 
between individual owners in each dis- 
trict. This applies only to the industry 
proper as subsidiaries will be valued by 
district valuation boards. It is believed 
that the total compensation question 
will require at least two years for solu- 
tion. A heavy responsibility is placed on 
the various arbitrators, from the central 
tribunal to district valuers, and they 
have almost no precedents or principles 
of justice to aid them in reaching their 
decisions. It has been decided, however, 
that compensation will not be made in 
money (except in certain limited cases) 
but by the issue of government stock. 
The Treasury may direct that this stock 
will not be redeemable except in certain 
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circumstances, thus avoiding the danger 
of flooding the market with new money. 

Fifth, a firm and clear-cut program 
should be ouilined for the export trade 
which will be left in private hands but 
placed under strict state supervision. The 
government campaign to encourage a 
rise in production for the export market, 
for home consumption, and the re-equip- 
ment of industry resulted in the increase 
in volume of exports in January, 1946, 
to half that of the 1938 average, while 
the volume of shipments actually ex- 
ceeded average monthly figures for 1938 
because of higher prices. This achieve- 
ment, during one of the difficult months 
of reconversion, appears to substantiate 
the view that the 1946 target of doubling 
the present volume will be attained al- 
though it will necessitate the co-opera- 
tion of the entire nation. The manpower 
budget, introduced in December, 1943, 
has been continued to provide the gov- 
ernment with data concerning man- 
power resources, current and future de- 
mands on employment as estimated by 
the government departments concerned, 
and the credit or deficit position of each 
main industry. With this knowledge, and 
with careful regulation of investment 
and public expenditure, the disastrous 
and uncontrolled fluctuations in em- 
ployment, characteristic of the inter-war 
years, may be avoided. 

Proposals for consideration by an in- 
ternational conference on trade and em- 
ployment next summer have been an- 
nounced (Cmd. 6709). They argue for 
freer trade but fail to indicate the vari- 
ous policies required of creditor and 
debtor nations if world stability is to be 
achieved. In particular, they do not im- 
ply that the largest creditor nation in 
history should have an equally large 
import surplus. 

Sixth, suitable economic and price con- 
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trols should be enacted in order that pri- 
orities can be provided for the most im- 
portant items. A postwar measure 
empowers the state to control prices, 
production, and distribution during the 
5-year transitional period of peace, to 
dispose of war equipment, to requisition 
land and control coal mines, railways, 
and building operations, and to require 
that all persons seeking work register 
with a Labor Exchange. 

Seventh, a prosperous agriculture must 
be attained. To achieve this objective the 
government will follow a program of 
planned farming, developing to the 
maximum the home production of food- 
stuffs and continuing wartime policies to 
increase output and to distribute food at 
fair prices. Farmers may be supervised, if 
their land is not being properly used, and 
in the last resort they may be dispos- 
sessed. A permanent system of assured 
markets will be organized. After each 
annual price review in February, prices 
for cereals, potatoes, and sugar beets 
will be fixed eighteen months ahead of 
the harvest. In the case of livestock, 
milk, and eggs, minimum prices will be 
set four years ahead, while actual prices 
will be determined in advance for 12- 
month periods after each successive 
February price review. In every instance, 
farmers will be given notice well in ad- 
vance of any quantitative limitations 
which may be imposed. 

Eighth, due balance must be secured be- 
tween the housing program, the construc- 
tion of schools, and the modernization and 
erection of factories. The first-named has 
not been elaborated to any extent, and, 
except for some supplementary produc- 
tion by reconverted ordnance plants, the 
minister of housing is permitting the 
provision of all materials to be made by 
private firms. Local authorities, upon 
whom he is relying exclusively to organ- 
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ize building projects, are apparently to 
receive no special financial aid at low 
interest rates by the Treasury, and no 
assurance has been given that sufficient 
workers will be available to initiate proj- 
ects on a wide scale. Housing will 
probably prove to be a vital test of suc- 
cess or failure of the Labor government’s 
domestic policy. 

The Housing Bill (based on Cmd. 
6686) deals with subsidies in England 
and Wales under which payment for 
homes built by local authorities is to be 
increased and special subsidies given for 
blocks of flats, houses in poor areas, 
agricultural dwellings, and _prefabri- 
cated homes. The subsidies will apply to 
all buildings completed by June 30, 1947, 
when revised, and possibly higher rates 
will come into effect. The bill provides for 
a general standard subsidy of $88 per 
house for sixty years, of which three- 
fourths will be contributed by the Treas- 
ury and one-fourth by the local author- 
ity, with higher subsidies provided for 
agricultural houses and for flats built on 
high-cost sites. 

The recently enacted Acquisition of 
Land (Authorization Procedure) Bill is 
designed to speed the acquisition of 
land by local authorities. However, it 
does not increase their powers for com- 
pulsory purchases, which have existed 
since 1930, but permits them to acquire 
land after fourteen days’ notice, leaving 
the question of compensation to be 
settled later. Housing sites cannot be 
selected until the ministers of agriculture 
and of town and country planning have 
considered them, or without the permis- 
sion of the minister of health, the presi- 
dent of the board of trade and, in some 
cases, other government departments. 
Minimum standards for houses being 
erected have been established by the 
health ministry, and licenses are being 


granted almost exclusively for homes to 
be built for renting to low-income groups. 
The New Towns Bill contemplates the 
expenditure of $200,000,000 to initiate a 
number of entirely new communities, 
scientifically planned for work and living 
in attractive, modern surroundings. 
Labor believes ultimately in national- 
ization of all land resources, but the 
government appears to have no place or 
mandate for it in its present program. A 
minor step has already been taken to- 
ward public purchase, however. As part 
of national agricultural policy, a commis- 
sion will be appointed to take over all 
land reclaimed by county agricultural 
committees during the war, land of 
farmers evicted for inefficiency, and land 
“where public ownership is the only 
means of securing full productive use.” 
The government has accepted the prin- 
ciple that development can be effectively 
controlled without nationalizing the land 
itself. A measure covering compensation 
and betterment of land resources is based 
on the premise that unearned increments 
in land value should be confiscated and 
used to compensate owners who are not 
permitted, for reasons of planning, to de- 
velop their own land. The minister of 
town and country planning is faced with 
the almost insurmountable problem of 


evolving a scheme which is technically 


workable and, at the same time, politi- 
cally equitable to landowners and the 
public. 

Ninth, the Education Bill will be placed 
in legal force and practical effect, including 
the raising of the school-leaving age to 
sixteen at the earliest possible date, 
broadened adult education, and free 
secondary schooling. 

Tenth, legislation must be secured to ex- 
tend social insurance over a wide field to 
include every individual. Throughout its 
history, the Labor party has been a 
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pioneer in social security, but its pre- 
1940 success was seriously curtailed by 
the resolute opposition of the Tory ma- 
jority in Parliament. The Beveridge Re- 
port and the formulation of peacetime 
policies of social insurance by the Coali- 
tion government, however, were largely 
the outcome of Labor pressure. 

The basic principle of the Beveridge 
Report is that, through a unified sys- 
tem of compulsory uniform weekly pay- 
ments, every citizen would be provided 
with financial help to meet the cost of 
unemployment, sickness, industrial in- 
jury, maternity, widowhood, orphan- 
hood, retirement in old age, funerals, and 
the other eventualities for which social 
insurance could provide. Benefits were all 
to be on a subsistence basis. Certain pre- 
liminaries to this program have been 
carried into legislation, including the or- 
ganization of a ministry of national in- 
surance, the granting of children’s allow- 
ances (beginning with the second child), 
and the replacement of workmen’s com- 
pensation for injury by comprehensive 
industrial injury insurance. 

An elaborate bill (proposed by Cmds. 
6729 and 6730), now on the statute 
books, takes up all aspects of the original 
Beveridge Report but grants higher cash 
benefits in many instances and provides 
easier conditions for benefit than those 
afforded by the report. Provision is also 
made for regular quinquennial recon- 
sideration of rates of benefit, so that they 
can be readjusted to changes in the cost 
of living as well as to modified estimates 
of the standard of living. The proposed 
rates for retirement pensions represent a 
considerable improvement over those 
offered by the Coalition government, and 
another great advance concerns sickness 
benefit which is no longer limited in dura- 
tion. Normal unemployment and sick- 
ness benefits are at equal rates, in gener- 
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al about $5 weekly for an individual, 
with additions for dependents, which is 
adequate for basic subsistence, Unem- 
ployment benefits will be available nor- 
mally for a minimum of six months, 
with time extension under defined con- 
ditions. Every woman will receive a ma- 
ternity benefit on confinement, and wom- 
en who work will also obtain maternity 
allowances for thirteen weeks. Widows 
will receive an allowance for the same 
period at the time of bereavement, fol- 
lowed by a widow’s pension, with addi- 
tional payments for children. Guardian’s 
allowances will be paid for children with- 
out parents, and retirement pensions 
will be granted men over sixty-five and 
women over sixty. The whole program 
should be in operation before fall, 1946. 

The Insurance Bill should be con- 
sidered in connection with legal measures 
dealing with industrial injuries and chil- 
dren’s allowances and with the recently 
announced national health service plan 
expected to start in 1948. Under the last- 
named scheme, every man, woman, and 
child, from birth to death, will have 
medical services of all kinds without the 
imposition of any fees. The buildings 
and equipment of all voluntary and pub- 
lic hospitals will be transferred to the 
ministry of health, with staffs becoming 
employees of regional boards. The sale of 
medical practices to individuals will be 
prohibited, and the state will compen- 
sate doctors who desire to dispose of such 
practices to the government. A Medical 
Practices Committee will regulate the 
opening of new offices and the succession 
to old ones while county and borough 
councils will provide health centers 
and afford full health-visiting service in 
the home. 

The total social services outlay which 
tax and rate payers must meet in the 
future is enormous compared with its 
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pre-war size and with the total national 
income—already saddled with the cost 
of defense and of industrial rehabilita- 
tion. A comparison, in reund figures, of 
the old and new plans of social services 
and of the rates of the principal aspects 
of the plans is shown in Table 2. 

The estimate for the new health serv- 
ice refers to the early years of its opera- 
tion while that for national insurance 
gives the anticipated cost to the state for 
1958. By 1947 it is estimated that nation- 
al insurance will cost the government a 
further $800,000,000, owing to the large 
increase in the number of pensioners. 
Nothing is included in the table below 


heavy burden for the British Treasury to 
assume. 

Eleventh, the Trade Disputes Act must 
be repealed. This law, enacted after the 
General Strike of 1926 without any dis- 
cussion with unionists, prohibited sym- 
pathetic strikes designed to coerce the 
government, prevented the organization 
of municipal employees, and limited 
political contributions of labor groups. 
Its recent repeal means that civil serv- 
ants can now play their part in the 
wider trade-union movement. 

Twelfth, government depariments and 
the civil service must be reorganized. The 
Foreign Office, which has undergone no 


New Plan 


Industrial injuries 
Family allowances 
Children’s allowances in kind 


800 , 000 , 000 
480, 000,000 
960, 000, 000 

26 , 000, 000 
240, 000, 000 
200 , 000 , 000 


$1,480,000,000 | $2,706,000,000 


for the cost of housing. Assuming that 
five million homes will be built in the 
next twenty years, the annual cost for 
new homes falling on public funds by 
1966 will be over $520,000,000 and, even 
if—as the government hopes—it proves 
possible drastically to cut the present 
housing subsidy, this figure will not be 
greatly affected. Subsidies to keep down 
the cost of food are now regarded as an 
essential social service. On the assump- 
tion that the present high cost of food 
subsidies is eventually halved, nearly 
$600,000,000 will have to be appor- 
tioned to this program. If the cost of new 
housing schemes is added and if food sub- 
sidies are continued at a reduced rate it 
is almost certain that the total cost of 
essential social services will top a $4,000,- 
000,000 figure in twenty-five years—a 


structural change since 1907, cries out 
for a reform as drastic as Haldane’s 
changes at the War Office and in the 
Army in 1906. In foreign affairs the 
Labor party has given the pledge to car- 
ry on close association with the Big 
Three, to support the United Nations, to 
advance responsible self-government in 
India, and to aid the progress of colonial 
dependencies. It should be emphasized, 
however, that the only serious Labor 
party conflicts to date have arisen over 
foreign issues—for one example, the ab- 
sence of cordial relations between the 
U.S.S.R. and Britain. Only the future 
can reveal whether the strong domestic 
program adopted by Labor can be suc- 
cessfully carried out without the support 
of an equally well-conceived foreign 
policy. A critical examination and cor- 
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relation of home and international poli- 
cies, coupled with the proper balancing 
of all factors involved in major decisions, 
is merited today in view of the rather 
severe criticism advanced by certain non- 
Laborites and some sections of the press. 

The first year’s Parliamentary pro- 
gram of the Labor government, just re- 
viewed, foreshadows legislation pro- 
foundly affecting the activities of the 
trade-union movement. Measures to 
nationalize the mines “as part of a con- 
certed plan for the co-ordination of fuel 
and power industries” and to “organize 
resources of the building and manufac- 
turing industries,” in order to meet 
housing and building requirements, for 
instance, will involve drastic changes in 
the structure of unions and of the in- 
dustries concerned. It is apparent, how- 
ever, that the government will continue 
the Coalition policy of taking employers 
and unionists into full consultation on all 
industrial questions. 

A pressing demand upon the Labor 
government is the necessity for skill, 
knowledge, and imagination in every 
field of policy. The new Labor party is 
vastly different in composition from the 
old; it is much younger and is more 
largely composed of professional per- 
sonnel than of unionists. If the Cabinet 
moves in the opposite direction, toward 
age and faithful industrial service, it will 
inevitably lose contact with members of 
the House of Commons and with the 
electorate. Some observers believe the 
popular vote in the recent election was 
cast less for Labor than against the 
Tories. The political task assigned to 
Labor, then, will be to turn the anti- 
Tory vote of 1945 into a pro-Labor vote 
in the next general election. 

One of the grave deficiencies in the 
Labor party’s program is the lack of a 
national wage plan. The absence of such 


THE BRITISH LABOR PARTY AND DOMESTIC REFORM 535 


a plan during the war did not have seri- 
ous consequences because of the applica- 
tion of Treasury subsidies to keep the 
cost of living at 31 per cent of its pre-war 
level, and because of agreements of work- 
ers to submit their disputes to arbitra- 
tion. The average level of full-time week- 
ly wage-rates by spring, 1946, was nearly 
60 per cent higher than in 1939. Moral 
and legal restraints on the normal proc- 
ess of bargaining are being removed 
along with wartime labor controls, a 
situation which permits each section of 
workers to press for its own wage claims 
irrespective of the effect on the national 
economy. At a recent meeting of the 
Trade Union Congress, except for a 
resolution calling for the incorporation 
of the guaranteed week in all wage agree- 
ments and the legal enforcement of 
these agreements reached between em- 
ployers and unions, no mention was 
made of the relation of wages in one field 
to another. 

If full employment and a rising stand- 
ard of living are to be attained, British 
industrial efficiency will have to be ma- 
terially raised. According to one esti- 
mate, the volume per worker must rise at 
the rate of 2} per cent per annum, equiv- 
alent to doubling the present average 
productivity in a generation. This will 
involve reconsideration of Labor’s atti- 
tude toward the maximum use of labor- 
saving equipment, relaxation of restric- 
tive practices and demarcation rules, 
payment by results, and fusion and amal- 
gamation of unions in the same industry. 
One important but unanswered question 
is the extent to which union leadership 
will be able to enforce its policy of co- 
operation for greater productivity on 
the rank and file of workers: Only a 
marked improvement in national effi- 
ciency and productivity, however, will 
permit the government to satisfy exist- 
ing commitments and to build social 
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security and full employment on a basis 
of rapidly rising wealth. 

The resources which Britain can hope 
to mobilize, in what has been termed by 
the Prime Minister to be the “war 
against want,” are indicated in terms of 
estimated distribution of manpower at 
the end of 1946. This distribution is 
shown in Table 3, with comparative 
figures furnished at the middle of 1939. 

If this manpower budget is in fact 
realized, and bottlenecks in under- 
manned branches of production elimi- 
nated, Britain should be able, by the end 
of this year, to secure the realization of 
many desirable national objectives incor- 


tection of labor before the war but no 
longer applicable under conditions of 
full employment. In this new conflict to 
stiffen the British economy, the Labor 
government cannot hope to control 
business enterprise, at least 80 per cent of 
which will remain outside the realm of 
nationalization, and the program to ac- 
cept work and more work for the in- 
crease of surplus value has a definitely 
smaller public appeal than the wartime 
drive for victory. The Labor government 
is searching for new, compelling incen- 
tives, thoroughly compatible with the 
basic principles of the gradualist social 
democracy to which it is committed. 


TABLE 3 


Distribution of Manpower 


Middle of 1939 End of 1946 


Building and civil engineering 


Home-market industries and services. . 


employment 


Total civil 
Unemployment 
Total labor force 


I, 200,000 
500,000 


1,700,000 
1,400,000 
14,600,000 


19,400,000 


20,000,000 


porated in the Labor party platform. 
There remains one big uncertainty: there 
is no margin in this budget for reduction 
of output. None of the targets—export 
expansion, reconstruction, and enhanced 
personal consumption—will be achieved 
unless every aspect of national effort is 
directed to the task of removing this 
uncertainty. 

At the present time it is not clear what 
the response will be to the Prime Minis- 
ter’s appeal for harder work and in- 
creased production per manhour; wheth- 
er trade-union executives will agree to 
ask their members to accept continued 
dilution, to defer claims for shorter 
hours, and to defer restoration of certain 
restrictive practices adopted for the pro- 


Although there is wide agreement in 
Britain today on the conditions of full 
employment and the structure of the 
social services, two major cleavages re- 
main: first, whether all key industries 
should be nationalized; and, second, 
whether the detailed location of indus- 
tries and the direction of the flow of 
capital to business should be the de- 
cision of private enterprise or of the 
state. The Labor party has declared its 
policy as against confiscation and in 
favor of payment of market value for 
industrial property acquired by the na- 
tion under Parliamentary powers. In its 
opinion, the purpose of nationalization 
is to vest in the government ownership 
and control of those factors of produc- 
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tion which are vital to national life, and 
to compensate displaced owners. It has 
no intention of imposing a single indus- 
trial pattern or direction, as it believes 
that structure must follow function and 
that the pattern must always be adjust- 
able to the special nature of each func- 
tion involved. What is vital now is not to 
debate the principle of nationalization 
for a selected number of basic industries 
but to insist that its application may be 
good or bad according to the form in 
which it is devised. The great need in 
Britain today is not for nationalization 
for the sake of socialism but for a far- 
reaching, impartial examination and im- 
provement of the whole national mech- 
anism of production and exchange. 

On problems of demobilization and re- 
conversion there is complete agreement 
in Britain today as well as general ac- 
ceptance of the need to raise the standard 
of living, broaden educational oppor- 
tunity and scientific research, and im- 
prove health and social security. The 
Coalition government achieved some of 
these aims through the passage of an 
Education Bill, the elaboration of plans 
for a national health service and a com- 
prehensive system of national insurance, 
and the conception of a state policy for 
maintaining a high and stable level of 
employment. The Labor government, 
however, cannot rely entirely on agreed 
legislative devices as it must pursue a 
clearly defined Socialist platform, a plat- 
form which may entail the adoption of 
radical planning steps deemed by op- 
posing parties to be neither essential nor 
beneficial. 

The Labor government is charting an 
experimental economic and social pro- 
gram for peace which involves more 
drastic modification in the traditional 
English way of life than has previously 
been attempted by any party. It in- 
tends to develop socialism in a truly 
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British fashion, and if there is ever a 
choice to be made between the espousal 
of democratic control or the absolute 
power of the state, the former will as- 
suredly be adopted. It is clearly evident, 
however, that British socialism will have 
a profound influence on the course of 
socialism in Europe. The Western na- 
tions, in fact, may already be following 
Britain’s lead away from communism 
and conservatism and toward a tem- 
perate, democratic form of socialism, 
while the Eastern countries appear to be 
expressing themselves in an increasingly 
moderate manner. 

In the program so far evolved by the 
Labor party an attempt has been made 
to solve immediate problems rapidly and 
efficiently while, at the same time, long- 
term projects are developed on a basis 
consistent with its pre-election platform. 
During Labor’s period in office, a clearly 
defined policy has emerged. Where radi- 
cal changes in industrial organization 
are to be made, a clear indication has 
been given and, in some instances, im- 
portant changes have already been ef- 
fected. In the remainder of the business 
field it has been explained that the exist- 
ing structure is to be adapted but not 
fundamentally changed. Within the new 
Labor pattern thus described,‘;British 
industrial and social planning, partly by 
means of state effort, partly through 
private enterprise, is now challenged to 
prove whether it can produce a free and 
efficient society. 

Reconstruction of the British econ- 
omy, however, will require the stoutest 
hearts and the best minds of the nation. 
What is accomplished and what left 
undone, in the next few years, will afford 
the measure by which Labor’s record may 
be assessed and its tenancy in office proph- 
esied with some semblance of accuracy. 
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A PROPOSAL FOR AN INTERNATIONAL BUFFER-STOCK AGENCY 
W. W. RIEFLER 


in 1945, entitled Stability in the Post 

War World, the League of Nations 
Delegation on Economic Depressions 
definitely advocated the inauguration of 
buffer-stock operations on an interna- 
tional basis to create more stable condi- 
tions in the production of storable raw 
materials, in the incomes of their pro- 
ducers, and in their costs to fabricators 
or final consumers. This recommenda- 
tion was adopted after long considera- 
tion beginning in 1938 and was based on 
a diagnosis of the problems that are cre- 
ated by the extreme instability which 
typically characterizes world markets for 
the great raw materials. The Delegation 
did not have technical commodity spe- 
cialists on its staff and did not, conse- 
quently, recommend any particular 
scheme for the conduct of such buffer- 
stock operations, merely confining itself 
to pointing out the magnitude of the 
area of instability and the general prin- 
ciples by which the merits of any particu- 
lar scheme could be appraised. It was the 
hope of the Delegation that its recom- 
mendations would stimulate more effec- 
tive technical work on the problem. 

It is now over a year since the publica- 
tion of the report. In the interval the 
Delegation’s various recommendations 
have been well received, but it cannot be 
said that their specific recommendation 
with respect to buffer-stock operations 
has been advanced. Meanwhile, the war 
has ended and the period is drawing ap- 
preciably nearer when we may again ex- 
pect to experience the repercussions of 
chronic instability in the organization of 
the markets for raw materials. 


[' PART 1 of its final report, issued 
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These are the circumstances under 
which the following specific proposal for 
the creation of an international buffer- 
stock agency is advanced. It is presented 
with considerable diffidence because it 
has not been formulated in collaboration 
with specialists in the various commodity 
fields. It is hoped that it is sufficiently 
concrete to draw criticism. The basic 
economic case for a buffer-stock type of 
approach to the problem of economic sta- 
bility is compelling. The objections to 
such an approach are to a large extent 
political and administrative in nature. 
Given this condition, it is important at 
the present time that discussion be con- 
centrated on specific concrete proposals 
rather than on further general formula- 
tions of the problem. 


WHAT ARE BUFFER STOCKS? 


In this memorandum the term “buf- 
fer-stock institution” will refer to pub- 
licly directed agencies organized and 
equipped to purchase, store, and seil 
durable, storable commodities in recur- 
rent demand in such a way as to mitigate 
fluctuations in their prices, in the em- 
ployment and income of their producers, 
and in their costs to fabricators, dealers, 
and distributors. 


THE ECONOMIC CASE FOR A BUFFER- 
STOCK APPROACH TO STABILITY 


Fundamentally, the economic case for 
a buffer-stock approach, as one of the de- 
vices for the mitigation of business fluc- 
tuations, rests on the fact that there is 
nothing in the physical nature of stor- 
able prime commodities or of durable 
raw materials to require that their pro- 
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duction fluctuate from year to year con- 
currently with fluctuations in the market 
demand for the final products into which 
they become incorporated. The demand 
for final products is bound to fluctuate 
not only cyclically but also in accordance 
with changes in style and taste. Final 
products are subject to obsolescence. 
None of these considerations applies to 
many of the durable raw materials from 
which they are fabricated. Provided only 
that storage costs are not too high, the 
production of durable prime commodities 
could be regularized without diverting 
prociuctive resources from their optimum 
use and without waste. The successful ac- 
complishment of this objective would re- 
move certain elements which tend to 
magnify strongly the repercussions of 
fluctuations in final market demands. 
Thus it would introduce a strong factor 
tending to stabilize employment in raw- 
material industries. This greater degree 
of stability would affect large areas, fre- 
quently remote areas, where raw mate- 
rials and prime commodities are pro- 
duced. 

The economic case for a buffer-stock 
approach can also be expressed in terms 
of prices, incomes, and fabricating costs. 
Prices of raw materials are particularly 
volatile, moving over a range several 
times larger than the range of variation 
of the prices of finished commodities. 
They do this customarily in response to 
small and purely ephemeral changes in 
market conditions of supply and demand. 
These wide, recurrent, short-run price 
fluctuations move over a much wider 
range than is necessary to adjust produc- 
tion to changes in demand and, because 
of their small impact on the prices of fin- 
ished goods, do not result when they are 
temporarily low in an adequate expan- 
sion of sales. Important economic adjust- 
ments between sales and output do take 
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place, but they are primarily in response 
to long-run changes in the prices of prime 
commodities and not to short-run fluc- 
tuations. In short, these fluctuations act 
mainly to destabilize the incomes of pro- 
ducers of prime commodities and, conse- 
quently, to destabilize employment de- 
voted to their production. This destabili- 
zation frequently extends to the whole 
area in which they are produced. The 
effect is to accentuate instability in the 
demand for final products. 

Such short-run fluctuations in raw 
materials increase the risks of produc- 
tion and therefore its real costs; they in- 
crease the risks and therefore the costs 
of the fabricator of finished products; 
they frequently force fabricators into the 
position of speculators in inventories; 
and they impair the fabricator’s ability 
to make and execute long-range plans. 
They constitute, in short, a major ele- 
ment of instability throughout the eco- 
nomic system. 


THE POLITICAL CASE AGAINST THE 
BUFFER-STOCK APPROACH TO 
STABILITY 


The considerations that militate heav- 
ily against the adoption of a buffer-stock 
approach to economic stability are pri- 
marily political. Even when they take 
economic form, the objections can usual- 
ly be traced back to political considera- 
tions. In fact, they can almost all be 
summed up in the dicta that buffer 
stocks are bound to be mismanaged as a 
result of political pressures and that such 
mismanagement will result in disastrous 
economic consequences. The political ob- 
jections are impressive. They run some- 
what as follows: 

Buffer-stock schemes are more impor- 
tant to producers than to consumers who 
are less highly organized politically and 
who have other ways of protecting them- 
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selves, at least against the direct conse- 
quences of excessive fluctuations in raw- 
material prices. As a result, buffer-stock 
schemes tend to be established primarily 
as a result of the political agitation of 
producers and in their operations are 
subject to continuous criticism, pressure, 
and outright political interference from 
producer interests. This creates a situa- 
tion in which the managers of the buffer- 
stock operation tend inevitably to en- 
deavor to stabilize commodities at price 
levels that are higher than would be justi- 
fied on purely economic grounds. This 
logic leads to the conclusion that buffer 
stocks are bound to be mismanaged, that 
consumers will be forced to pay higher 
prices than are economically necessary, 
that uneconomic high-cost production 
will be supported and not eliminated, 
and that overwhelming surpluses will 
finally be developed. These surpluses 
will hang over the markets, will accumu- 
late unreasonable storage costs, and will 
finally give rise to a crisis when the whole 
arrangement breaks down. The experi- 
ence of the American Farm Board in its 
wheat stabilization operations and, in 
fact, the history of most attempts to sta- 
bilize prices of prime commodities con- 
stitute impressive evidence in support of 
this view. 
ADMINISTRATIVE OBJECTIONS TO 
BUFFER-STOCK OPERATIONS 

In addition to these basic political ob- 
jections to buffer-stock operations, there 
are a number of other objections which 
arise out of the conviction that the prob- 
lems posed for the management of such 
operations are administiatively impos- 
sible. 

1. It is stated that price stabilization 
is impossible without control of produc- 
tion. 
a) This is obviously true of operations 
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such as those conducted in wheat by the 
Federal Farm Board, where the at- 
tempt was made to stabilize, within the 
United States, the price of a world com- 
modity. Such a stabilization in periods 
of depression has the effect of transferring 
the whole exportable supply into the 
hands of the stabilizing agency. This 
criticism would not necessarily apply to 
an international buffer-stock scheme or- 
ganized to operate on a world-wide basis. 
In that case the prices on which it oper- 
ated would be world wide and would ap- 
ply to world production. 

b) The proposition that world-wide 
price stabilization is administratively im- 
possible without world-wide control of 
production may, however, be true in the 
case of commodities where the volume of 
output is not particularly responsive to 
change in price. It is alleged that rubber 
and tin constitute examples of this con- 
dition. 

2. It is affirmed that administrative 
success in operating a _ buffer-stock 
scheme depends on correct forecasting of 
long-run average supply-and-demand 
conditions and that our ability to make 
such forecasts is not sufficiently precise 
to permit the adoption of successful oper- 
ating policies. 

3. It is pointed out that many dura- 
ble, storable raw materials are not com- 
pletely homogeneous; cotton, for exam- 
ple, exists in many grades. Buffer-stock 
operations in any one grade would dis- 
turb price relationships between grades 
and lead to unexpected results. It is also 
pointed out that substitutes exist for 
many commodities, such as rayon and 
nylon for silk and cotton, and that buffer- 
stock operations in any single one of 
these commodities could be rendered 
ineffective by substitution of the others. 

4. It is pointed out, finally, that most 
raw materials are now subject to sub- 
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sidy or control in some country or other, 
with the consequence that any attempt 
to establish international buffer-stock 
operations would be hampered or ren- 
dered completely ineffective by the oper- 
ation of existing subsidies, interferences, 
or controls. 


SPECIFIC PROPOSAL FOR A BUFFER- 
STOCK AGENCY 


The following specific proposals for an 
international buffer-stock agency are 
put forward with these objections in 
mind. Some of these objections definitely 
do not apply to the institution here pro- 
posed, which has been designed specifi- 
cally to avoid them. The relevance of the 
other objections can be determined only 
by commodity experts. They would not 
be in a position to make these determina- 
tions without a specific plan to evaluate. 
It should be noted that the specific pro- 
posals apply only to internationally trad- 
ed raw materials or prime commodities. 
They would not affect directly a suitable 
commodity whose production and con- 
sumption were confined to one country. 
Fortunately, the economic importance of 
such commodities is not large. The rea- 
son for this exclusion is purely adminis- 
trative. The safeguards against political 
mismanagement here proposed are based 
primarily on the international nature of 
the operations. 

The general idea underlying these pro- 
posals is that the agency should be set 
up initially in such a way that it would 
not be subject to the types of political or 
economic pressures that have caused mis- 
management in the past. Because it 
would be international, it would be forced 
to give more attention to the needs of 
consumers. Because of the proposed capi- 
tal setup, it would be freed from certain 
political pressures. Because it would be 
instructed to operate at a profit, or rather 
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to cover costs, it would be under internal 
pressure to avoid the attempt to stabilize 
industrial commodities at too high lev- 
els. Because of the various operating re- 
strictions proposed, it would not be in a 
position to continue very long on policies 
that have misjudged basic economic 
trends. Throughout the proposals an at- 
tempt has been made to create safe- 
guards through operating directives and 
restrictions. It may be that these have 
been carried so far that the agency would 
not be a position to function at all. 


A. FORM OF ORGANIZATION 


It is proposed that an international 
buffer-stock agency be organized along 
lines similar to those of the International 
Monetary Fund and the International 
Bank for Reconstruction and Develop- 
ment. The relative participation of the 
various member-countries would be dif- 
ferent, however, and would take into ac- 
count their direct interest in raw mate- 
rials ¢ither as consumers or as producers. 
It might be weighted, for example, by 
their relative pre-war position as import- 
ers or exporters of prime storable com- 
modities. In any case, consumer interest 
should be balanced against producer in- 
terest. 


B. CAPITAL FUNDS 


The international buffer-stock agency 
should be provided originally with large 
capital funds by subscription from the 
member-nations and with power to raise 
additional funds, up to a certain limit, by 
the issue of its own obligations in world 
markets. The total financial resources, 
capital plus borrowing power, would have 
to be determined on the basis of a spe- 
cific analysis of conditions that might be 
faced. The agency would probably need 
financial resources of a somewhat larger 
order of magnitude than those of the In- 
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ternational Bank for Reconstruction and 
Development. In 1929 and in 1937, the 
two pre-war years of maximum world 
trade, the total annual value of raw ma- 
terials moving in international trade was 
around fifteen billion dollars. At current 
price levels, the value would probably 
lie between twenty and twenty-five bil- 
lions of dollars. This trade included, of 
course, nonstorable raw materials and 
also prime commodities not suitable for 
or not requiring stabilization operations. 

It is important from both a political 
and an economic standpoint that an 
agency of this kind start with adequate 
capital funds under its own control and 
adequate power to borrow in the open 
international money markets. A buffer- 
stock agency will need financing in large 
volumes mainly in periods of depression, 
which are characterized by collapsing 
prices for raw materials. These are the 
periods when it will need to buy net in 
large quantities. At other periods either 
its purchases and sales will tend to offset 
each other or (as in periods of boom) it 
will be selling net and absorbing cash. 
It would be fatal to sound economic man- 
agement if the administrators of the 
agency were forced to apply to govern- 
ments for new financial appropriations 
during a period of depression and col- 
lapsing commodity prices. Such a period 
would be one of national government def- 
icits, and the political instinct of national 
legislatures would be either to reduce 
appropriations in line with the falling- 
off of national revenues or to concentrate 
deficit expenditures on int-rnal public 
works or internal relief. If appropria- 
tions for an international agency were 
actually forthcoming at such a time, it 
would be only at the insistence of inter- 
ested pressure groups which would then 
be in a position to bring pressure on the 


administrators of the agency to try to 
stabilize prices of specific commodities 
at too high levels. 

These difficulties will be avoided if the 
international buffer-stock agency is es- 
tablished initially with sufficient capital 
funds to maintain itself permanently. It 
will then never have to go back to na- 
tional governments for new appropria- 
tions and will escape the pressures to- 
ward mismanagement that can be exert- 
ed on such occasions. During depressions 
when it has need for funds, it will then 
be in a position to borrow in the big in- 
ternational money markets partly on the 
basis of its capital assets and partly on 
the basis of its commodity assets. Loan- 
able funds are abundantly in supply in 
the international money markets at such 
periods, so the agency should be able to 
borrow in ample volume at advantageous 
rates, provided the loans are well se- 
cured. Since the loans will be floated in 
the markets of greatest ease (i.e., those 
with the most favorable balances of pay- 
ments), and since the funds thus raised 
will be expended in the purchase of prime 
commodities, thus helping to relieve the 
strain that impinges on the balances 
of payments of raw-material-producing 
countries in periods of depression, the 
operations of the agency will contribute 
to restoration of equilibrium in interna- 
tional balances of payments. 


C. BORROWING POWER 


It is essential that the borrowings of 
the agency be secured in such a way as to 
make them prime securities in the mar- 
ket. In this way they will be able to take 
advantage of the lowest prevailing inter- 
est rates. It is suggested that any obliga- 
tions issued by the agency up to maxi- 
mum amounts set forth in its charter be 
guaranteed unconditionally by the vari- 
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ous governments which join. This would 
give maximum market protection to the 
buyers of the agency’s securities. 


D. PROCEDURAL SAFEGUARDS AGAINST 
MISMANAGEMENT 

The basic premise underlying this 
memorandum is that procedural safe- 
guards can be written that will prevent 
economic or political mismanagement 
that is serious enough to prevent the 
agency from accomplishing its purposes. 
The following procedural safeguards are 
suggested : 

1. The agency would be directed to 
make its operations self-supporting; that 
is, it should expect to cover out of profits 
on the sale of stored commodities its ad- 
ministrative costs including expenses of 
staff, quarters, service on loans, and stor- 
age costs. It would not distribute profits 
on capital invested by the various mem- 
ber-countries but would expect to in- 
crease its own capital gradually out of 
surplus earnings. 

This procedural safeguard is crucial. 
It would tend to prevent the agency from 
seeking to stabilize the price of any com- 
modity at too high a level or indeed at 
any single level. It would force the agen- 
cy, on the contrary, to take full advan- 
tage of the existing commodity markets, 
to work with these markets, and to allow 
private traders full scope in the innumer- 
able current transactions by which com- 
modities are moved in fact from pro- 
ducers into the channels of trade. The 
agency would have to aim at doing its 
buying at prices sufficiently below ex- 
pected long-term values to permit the 
costs of storage, interest, etc., to be re- 
couped from later sales at higher prices. 
To use an example, suppose that the 
agency concluded as a basis for opera- 
tions that a price for copper of around 12 
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cents a pound would maintain average 
production in general equilibrium with 
average demand over the succeeding cy- 
cle, say, five years. If a depression should 
occur resulting in temporary overproduc- 
tion, the agency would then expect to 
stand ready to buy copper (and thus 
maintain employment), not at 12 cents a 
pound, but at a price somewhat below 
that level. When demand revived to a 
level in excess of current rates of pro- 
duction, the agency would expect to sell 
from the buffer stocks thus accumu- 
lated, not at 12 cents, but at a price 
somewhat higher than that level. This 
margin between buying and selling prices 
would be necessary to cover the operat- 
ing costs of the transaction. It would also 
permit sufficient fluctuation in price to 
help the adjustment of current supply 
and demand. 

This fundamental requirement that 
the agency be self-sustaining, without 
current recourse to new government ap- 
propriations, taken together with the 
fact that its board would be international 
and composed of representatives of con- 
suming as well as producing interests, 
should go far to produce cautious and 
conservative management policies. To 
the extent that the administrators were 
moved by enlightened self-interest, they 
would adopt operating policies designed 
to establish a permanent institution to 
which they could dedicate their personal 
careers. They would, consequently, have 
every incentive not to adopt support 
prices that were too high and that would 
lead ultimately to serious overproduction 
or the overaccumulation of surpluses. In 
point of fact, such an international agen- 
cy, unlike a national buffer-stock agency 
set up at the political instigation of in- 
ternal producer pressure groups, would 
be aware of the difficulty or impossibility 
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of an attempt to get emergency appro- 
priations simultaneously during a de- 
pression from a large number of govern- 
ments. They would know that they could 
not count on being “bailed out” of a bad 
situation. They would know that the di- 
rections of the charter to be self-support- 
ing and to work within the financial lim- 
itations originally established constituted 
practical political limitations as well as 
legal directives. In fact, the danger of 
such a setup in an international agency 
might be just the reverse of what would 
be expected in a national buffer-stock 
agency. The danger of mismanagement 
would not lie in overoptimism or the es- 
tablishment of support prices for com- 
modities at too high levels. It might well 
be the reverse. The agency might not 
operate vigorously enough and might 
find itself out of commodity reserves dur- 
ing a boom, with no power to control the 
speculation and soaring prices that would 
then ensue. This could be quite destabil- 
izing. In such a situation, for example, 
that portion of current demand which 
had been supplied from buffer stocks 
would become effective in the market 
and could be met only by an expansion of 
current production. This might result in 
very sharp price increases which would 
be more destabilizing than if the effect of 
the enlarged demand had been spread 
over a longer period. 

2. The agency would be directed to 
evaluate each commodity separately in 
determining the possibility of stabiliza- 
tion operations. This evaluation should 
be based both on the importance of the 
commodity in world trade and on its 
specific economic situation. 

About 60 per cent of international 
trade before the war consisted of prime 
commodities and raw materials. In addi- 
tion, there was a certain volume of trade 
in products which are defined technically 
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as semifinished, e.g., wood pulp. These 
are essentially prime commodities and 
ought to be included within the scope of 
the agency’s operations. The first task of 
the agency staff would be to analyze the 
actual volume of world trade (pre-war) 
commodity by commodity with a view 
to selecting those commodities which 
might potentially be considered eligible 
for buffer-stock operations. This would 
eliminate nonstorable raw materials, ma- 
terials whose storage costs were very 
high (e.g., certain refrigerated products), 
and all commodities the demand for 
which is subject to obsolescence or 
changes in style, etc. The resulting list 
after this first screening would then be 
ranked for consideration in order of, say, 
the money value of the commodity in 
pre-war international trade. 

3. The agency would be directed to 
appoint a special committee of experts 
for each commodity under consideration 
for buffer-stock operations. The expert 
committee would be appointed as far as 
practicable in the order of the priority 
given the commodity. It would be the 
duty of the expert committee for each 
commodity to submit an economic re- 
port concerning such matters as the con- 
ditions, costs, etc., of demand and sup- 
ply of the commodity, the extent to 
which it was homogeneous or differenti- 
ated in grades, the degree to which it was 
substitutable for other commodities, pos- 
sible changes in the structure of supply 
and demand, storage problems and esti- 
mates of storage costs, its marketing 
machinery, and any other special condi- 
tions, including government controls, to 
which it was subject. It would also be 
the duty of the expert committee to sub- 
mit an estimate of that world price for 
the commodity which in its judgment 
would bring supply roughly into equilib- 
rium with demand over the succeeding 
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period (say, five years). It should but- 
tress this estimate with supporting data. 

4. The agency would be directed to 
publish this report and to hold public 
hearings on the technical validity of its 
contents. 

5. The agency would be directed to 
schedule buffer-stock operations in each 
specific commodity after receiving the 
above report of the special committee of 
experts and after holding hearings there- 
on, if, in its judgment, such operations 
could be soundly executed. 

The agency would be directed to enter 
into such commitments and agreements 
with specific countries before the inau- 
guration of operations in a scheduled com- 
modity as would be necessary to carry 
out the purposes of the agency. It would 
be unrealistic, for example, to expect an 
international agency such as is here pro- 
posed to have the power to prevent in- 
dividual covutries from subsidizing po- 
litically powerful domestic producer in- 
terests under certain conditions. It would 
be politically feasible, however, to re- 
quire affected countries to agree (1) not 
to dump internally subsidized commod- 
ities on world markets, directly or indi- 
rectly; (2) to refrain directly or indirectly 
from export subsidies; and (3) in certain 
instances, when necessary, to establish 
export quotas on commodities selected 
for buffer-stock operations. Such require- 
ments would be essential in the case of 
important export commodities which 
benefited from internal subsidy or prefer- 
ential treatment. It would be necessary 
similarly to require import countries to 
agree to co-operate in preventing export 
countries from sabotaging the operations 
of the plan. 

7. The agency would be directed to re- 
frain from buffer-stock operations in any 
commodity where such operations would 
expand uneconomic high-cost production 


545 


at the expense of lower-cost producers. 
It would also be directed to refrain from 
conducting buffer-stock operations when 
the effect would be to maintain existing 
high-cost production at the expense of 
potential lower-cost production unless 
such operations had been safeguarded by 
definite agreements, acceptable to the 
participating countries, for the gradual 
elimination of the high-cost production 
and the transfer of the resources involved 
to more productive uses. 

8. The agency would be empowered to 
enter into quota agreements or produc- 
tion control agreements only when the 
commodities involved were not suscep- 
tible to stabilization through successful 
buffer-stock operations alone. In the case 
of such commodities, it would be directed 
to refrain from actual buffer-stock oper- 
ations until satisfactory agreements had 
been effectuated. 

g. The agency would be empowered to 
enter into long-term contracts with pro- 
ducing or consuming countries when such 
contracts were part of a general plan con- 
sistent with the purposes of the agency. 

10. The agency would be directed, in 
the case of any commodity meeting all 
the above procedural stipulations, to 
conduct buffer-stock operations designed 
to mitigate price fluctuations. It would 
be c:rected to buy such commodities be- 
low ‘he estimated long-term values nec- 
essary to bring equilibrium between pro- 
duction and use and to sell such commod- 
ities above such estimated long-term 
values. It would be empowered to rent, 
operate, arrange, and own storage facil- 
ities, etc. 

11. The agency would be directed to 
publish in detail the economic analyses 
on the basis of which its operations were 
initiated and conducted. 

12. The agency would be directed to 
review each year (1) its past economic 
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analysis of each commodity; (2) the mis- 
takes in forecasting or evaluation which 
it had made; and (3) its current appraisal 
based on this experience. It would also 
be directed to review its actual opera- 
tions. 

13. The Social and Economic Coun- 
cil of the United Nations would be di- 
rected to inaugurate a special inquiry 
into the organization, operations, and 
functioning of the agency in the event 
(1) that a commodity selected for buffer- 
stock operations became so scarce as to 
result in a skyrocketing of prices and 
hardship to consumers or (2) that the 
stock piles of any commodity in the 
hands of the agency grew in volume to 
represent an amount equal, say, to two 
years’ movement of that commodity in 
international trade. 

14. The basic charter of the agency, 
including its right to operate, would be 
suspended, and current operations would 
become subject to new negotiations be- 
tween the member-countries, if there 
should develop a surplus in any one com- 
modity equal to, say, three years’ aver- 
age movement of that commodity in in- 
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ternational trade or to an abnormal per- 
centage (say 25 per cent) of the total as- 
sets of the agency. 

15. Disputes over the legality of the 
operations of the agency would be sub- 
ject to the jurisdiction of the Interna- 
tional Court. 


CONCLUSION 


It should be noted that the directives 
proposed above would be in the form of 
legal stipulations, imbedded in the char- 
ter of the agency. They would be binding 
on its operations. It could not, for exam- 
ple, operate at all in any commodity un- 
less it had a finding by its law officers 
that the effect of such operation would 
not be to expand high-cost production 
at the expense of the low-cost producer. 

It is an open question whether these 
stipulations are not so stringent as to 
prevent the proposed agency from enter- 
ing into worth-while operations. This can 
be determined only by specific analysis 
by specialists of the operations proposed. 
INSTITUTE FOR ADVANCED STuDY 

PRINCETON, NEW JERSEY 


2 
a 
“way 
4 
‘ 
ASG 
NG 
G 
| 


URING the last few years the In- 
stitute of Social Sciences of Li- 

chung has been engaged in a 

study of China’s national income. The 
results were recently published by the 
Institute in a two-volume Chinese edi- 
tion. Pending completion of a more de- 
tailed English version now being pre- 
pared, we present here a brief summary 
and analysis_of these income estimates. 
Our concept of the national income is 


taxes and includes governmental serv- 


ices to private industries. However, in 


dealing with international account, we 
treat capital flow as one of the credit or 
debit items, which is quite consistent 
with the concept of disposable income.” 
For, although capital is by definition not 
income, it is of the same nature as in- 
come when it has flowed in or out.’ 


* This estimate was completed in collaboration 
with my colleagues, Messrs. F. S. Wang, G. H. 
Djang, L. Y. Ma, C. W. Nan, and Y. L. Bai. Without 
their invaluable assistance, it could not have been 
done so exhaustively and concluded so early. I am 
also indebted to the National Planning Board and 
the Ministry of Agriculture and Forestry for finan- 
cial aid. 

2 (Since the author uses the term “disposable in- 
come” differently than do American writers, his 
definition should be carefully noted if misunder- 
Standing is to be avoided. He uses this term tc 
mean the total amount of purchasing power in 
the country for which income is measured; this 
income flows to households, business firms, and 
governmental units in the country. Thus, according 
to Mr. Ou, “disposable income” is total income 
produced by domestic industry plus the net foreign 
balance. In the United States, on the other hand, 
“disposable income” includes the total amount of 
purchasing power in the hands of households only. 
It is national income minus personal taxes and 
personal nontax payments to government minus 
Corporate savings plus transfer payments.] 


A NEW ESTIMATE OF CHINA’S NATIONAL INCOME' 
PAO-SAN ou 


547 


The statistical materials employed in | 
our estimates have been carefully ex- 
amined and corrected. There are no na- 
tion-wide censuses in China, and most 
available statistical materials are either 
incomplete or inaccurate. To have used 
them without discrimination would have 
made our estimates meaningless, and 
there were no substitutes had we aban- 
doned them entirely. Under these condi- 
tions, it was necessary to choose the more 
reliable data after a thorough compari- 
son; to check them against other relevant 
materials; to employ sampling methods. 
to arrive at the national total; and to 
supplement one material with anothe 
when no nation-wide data were available 
For instance, the National Agricultural 
Research Bureau reports farmers’ prices 
of agricultural products—the only exist- 
ing series of nation-wide data. Since these 
were found to be higher than the whole- 
sale prices in seacoast cities, it appeared 
necessary instead to use wholesale prices, 
adjusted downward by a certain per- 
centage. Again, the most authoritative 
estimate of the value product of the min- 
ing and metallurgy industries is made by 
the Institute of Geological Research. 
For our purpose, however, their estimate 
had the shortcoming of using market 
prices and producers’ prices inconsistent- 
ly; so we had to employ other data to 
correct them. Such cases are too numer- 
ous to need further mention. We admit 
that some of our estimates are rather 
rough, but we believe that they are the 


3Pao-san Ou, “International Payments in 
National Income,” Quarterly Journal of Economics, 
February, 1946, pp. 289-98. 
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best possible approximations that can be 
made at the present time. Those readers 
who are interested in examining our com- 
plete work will see more clearly how we 
arrived at the estimates and with what 
difficulties. 


METHODS USED 


We use two independent methods in 
making our estimates. The first is the so- 
called “‘value-added method,” in which 
production of goods and services is di- 
vided into the following ten groups: (1) 
agriculture (including husbandry, fores- 
try, and fishery), (2) mining and metal- 
lurgy, (3) manufacturing, (4) building 
and construction, (5) transportation and 
communication, (6) finance, (7) com- 
merce, (8) dwelling service, (9) profes- 
sional service, and (10) public adminis- 
tration. For each group the annual gross | 
value product is calculated, and capital 
depreciation and materials consumed 
are then deducted. The result thus 


obtained is the net value product pro- | 


\ 


duced by each group. By summing 
up these net value products, we get 
the total income produced in the coun- 


' try. By adding the favorable balance | 


of international flow of interest, profit, 
and capital to (or subtracting an un- 
favorable balance from) the above 
total, we get the total disposable 
income in the country. The second 
method is that of consumption and 
investment. National income is com- 
posed of all goods and services either 
consumed or invested by the residents of 
the country. By summing up all these 
goods and services, we also get the total 
disposable income in the country. 

While we may check the estimates of 
the two methods against each other, 
those calculated by the value-added 
method are undoubtedly more satisfac- 
tory because of the relative richness of 
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Chinese production statistics. By using 
these production data to calculate the 
value product produced by the different 
industries, one by one, the result must be 
far more reliable than that based on the 
much more limited data on Chinese con- 
sumption and investment. The lack of 
wholesale and retail trade censuses has 
compelled us to use the cost-of-living 
data of different classes and in different 
‘districts as a sample upon the basis of 
which the national consumption is esti- 
mated. Since even indirect data on na- 
tional investment are unobtainable, we 
have found it impossible to make an in- 
dependent estimate of investment at the 
present time. But if our other estimates 
are reliable, we can calculate the national 
investment by deducting the national 
consumption from the total disposable 
, income. Our principal estimates are for 
‘the year_1933, in which the available 
statistics, particularly of manufacturing 
production, were most satisfactory. How- 
ever, we also utilize various indexes to 
make annual estimates for 1931-36, in- 
clusive, by which the fluctuations of 
China’s national income during the pre- 
war period are at least crudely revealed. 
_The estimates cover all Chinese geo- 
graphical areas during that period, in- 
cluding the Northeastern Four Prov- 
inces. 


INCOME PRODUCED IN 1933 


The sum total of the net value product 
of all productive groups is the total in- 
come produced in the country. However, 
the inclusion ‘of both the interest income 
in the net value product of various indus- 
trial groups and the value of services pro- 
duced by finance involves double count- 
ing. Hence, the total is adjusted by sub- 
traction of this common item. So com- 
puted, the total income produced in 1933 
was C$19,946 millions (Table 1). If we 
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tion (429,494,138 in 1932-33), we find 
a per capita income of about C$46. Con- 
verting this sum into American currency 
at the exchange rate of that year, China’s 
per capita income amounted to only $12. 
In the same year the per capita income 
in the United States was $313.5 

Table 1 also reveals that China is in- 
deed an agricultural country. Of the to- 
tal income produced in 1933, agricul- 
tural income amounted to 61.0 per cent, 
even excluding the income from rural in- 
dustry; while manufacturing accounted 
for only about 9.1 per cent, of which but 
2.5 per cent represented factory produc- 
tion. By comparing these figures with the 
agricultural income (7.9 per cent) and 
manufacturing income (17.1 per cent, ex- 
cluding public utilities) in the United 
States in 1933,° we are confronted with 
another sharp contrast. Finally, China’s 
commercial income is exceeded only by its 
agricultural income, while the percentage 
of commercial income to total income is 
about as great as that in the United 
States. This does not mean that com- 
mercial activity in China is as prosperous 
as that in the United States. Relatively 
they are of about equal importance, but 
absolutely their difference is very great. 
Yet, it does mean that in China com- 

_merce is much more active than manu- 

facturing, while in the United States it is 
just the reverse. In ordinary conversa- 
tion, as well as in Chinese literature, we 
not infrequently find the quotations, 
“Where is land, there is money” and 
“Catching the chance and moving the 
goods to make ro per cent profit.” Evi- 
dently, such expressions describe the old- 

4L. K. Tao, “Population,” Chinese Year Book, 
1936-37. 

$Simon Kuznets} National Income and Capital 
Formation, 1919-35, p. 8. . 

Tbid., p. 17. 


divide this total income by the popula- 
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time economy in which the prominent 
characters are landlords and tradesmen. 
It is to be regretted that the present 
Chinese economic structure is still domi- 
nated by this primitive type of produc- 
tion. 

It is as yet impossible to estimate the 
separate distributive shares—wages, sal- 
aries, interest, rent, and profit—in the 
income produced by different production 


TABLE 1 


NET VALUE PRODUCT OF DIFFERENT PRODUC- 
TIVE GROUPS AND THEIR GRAND TOTAL 


CHINA, 1933 
Net Value 
Millions) 
Mining and metallurgy 239 1.2 
Manufacturing........... 1,838 
Building and construction. . 221 1.1 
Transportation and com- 
922 4.6 
200 1.0 
Dwelling service ......... 934 4.6 
Professional service. ...... 312 1.6 
Public adininistration . ... . 642 3.2 
Deduction............. 
Adjusted grand total...... 


groups in China. Owing to the lack of 
data, we could only figure out roughly 
the share of wages and salaries, with the 
residual left to rent, interest, and profit. 
In 1933 the wage and salary bills of all 
production groups were C$9,990 mil- 
lions, leaving a residual income of 
C$10,129 millions (Table 2). 

The reader will be surprised to find 
that in China wages and | 
about 50 per cent of the total income, | 
while in the United States they are about 
71.7 per cent.’ This is due purely to the, 
1 Ibid., p. 25. 
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| fact that, because of the difficulties of 
ating the income from the land 
owned and the income from their own 
labor, the income of the peasants is in- 
cluded in other income. And it is this fact 
that has made agricultural labor income 
astoundingly low and other income from 
agriculture very high relative to both 
agricultural income and total income. It 
should be emphasized that most agricul- 
According to 

e survey made by Professor Buck, land 


jeunites for about 73.3 per cent of the 


T. 
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WAGES, SALARIES, AND OTHER INCOME, CHINA, 1933 


number of agricultural households, only 
about 10 per cent are landlords and 
prosperous farmers, while go per cent are 
poor and subsistence farmers.® That is to 
y, while rent is about 45 per cent of 
otal agricultural income, more than half 
f this income is received by 1o per cent 
of the agricultural population—less than 


half by the remaining go per cent. 


DISPOSABLE INCOME IN 1933 
According to our estimates, inter- 
tional net in-payments in 1933 were 


2 


Waces Anp SALARIES 


Orner Income 


(cs Percentage (cs 


Value 


Millions) 


otal investment in Chinese agriculture.* 
f we neglect profit income in agriculture, 
d assume that the rate of return of 
d investment is equal to that of other 
vestment, then—of agricultural in- 
come other than wages and salaries— 
rent and interest will constitute 73.3 and 
27.7 per cent, respectively. It has been 
estimated that about 53 per cent of the 
total acreage of land in China is owned 
by landlords and prosperous farmers, 
while 47 per cent is owned by poor and 
subsistence farmers. Yet, of the total 


* J. L. Buck, Chinese Farm Economy, p. 63. 


C$98 millions. By adding this sum to the 
otal income produced (C$19,946 mil- 
ions), we get a total disposable income 
f C$20,044 millions for that year. Our 
timate of national consumption was 
$20,441 millions. If our estimates of dis- 
ble income and national consump- 
ion are accurate, then net investment in 
1933 was negative C$397 millions. In 
other words, not only did China have no 
net investment at all but she used up her 
past investment to the extent of C$397 


*W. H. Wu, A Study of China’s Land Problem 
(in Chinese). 


a 
MABLE 
Propuctive Group Value Value 
a Percentage (cs Percentage 
Millions) Millions) 
ae Eee 38.5 7,552 61.5 12,271 100.0 
Mining and metallurgy.......... 138 57-9 "Yoo 42.1 238 100.0 
ee. Manufacturing................. 1,434 78.0 404 22.0 1,838 100.0 
Building and construction... . ... 221 100.0 221 100.0 
gl Transportation and communica- 
tion 700 75-9 222 24.1 922 100.0 
1,757 69.1 784 30.9 2,541 100.0 
Pee Finance —___ 67 33-5 133 66.5 200 100.0 
934 100.0 934 100.0 
Professional service............. 312 312 100.0 
oe “ig Public administration ___ 642 100.0 642 100.0 
49.0 10,129 51.0 20,119 100.0 
| 


millions. At first glance, this seems un- 
likely. But, considering the economic 
conditions of that year, our estimates are 
probably not unreliable. In fact, nega- 
tive investment prevailed in other coun- 
tries as well. For instance, during the 
great depression, the United States had 
negative investments of $278 millions in 
1931, $4,427 millions in 1932, $2,987 mil- 
lions in 1933, and $1,855 millions in 
1934, investment not becoming positive 
until 1935."° 

Furthermore, our argument is sup- 
ported by another fact. The estimated 
gross value product of building and con- 
struction in China was C$733 millions. 
We know that building and construction 
is the most important outlet for invest- 
ment. Whenever enterprises engaged in 
housing, shipbuilding, railway and high- 
way construction, water conservation, 
and irrigation work are prosperous, in- 
vestment must be increasing. On the 
other hand, in our estimate of dwelling 
services, we arrived at maintenance and 
repair costs of C$360 millions. If business 
buildings, railways, highways, ships, etc., 
are added, total costs of maintenan 
and repairs must have been at leas 
C$720 millions. In other words, the ac- 
tivity of building and construction i 
1933 was entirely of the nature of rein 
vestment, and it is likely that the who 
gross value product of building and con 
struction was not even sufficient for 
maintenance and repair of its own 
investment. 

In 1933 food accounted for 46.8 
cent of total national consumption, rent 
7.0 per cent, and clothing 10.7 per cent 
(Table 3). These figures indicate how 
very low the Chinese standard of living is. 
The individual items in national con- 
sumption cannot be used to check 
against the value product of different 


* Kuznets, op. cit. 
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production groups. For instance, the 
value of food consumed ought to be 
equal to the cereal crops plus the costs of 
transportation and trading, but the 
latter costs are unobtainable. Neverthe- 
less, we can check the rent expenditure 
with the dwelling service produced. Ac- 
cording to our estimates, the gross dwell- 
ing service produced was C$1,294 mil- 
lions, the rent expenditure C$1,431 mil- 
lions. The closeness of the results arrived 
at by two independent methods lends 
support to these estimates. 


TABLE 3 


NATIONAL CONSUMPTION AND ITs DIs- 
TRIBUTION, CHINA, 1933 


Value 
Percentage 
Millions) 

9,564 46.8 
Fuel and light............ 1,851 9.1 
5,402 26.4 
20,441 100.0 


_CHANGES IN NATIONAL INCOME _ 


Having made the estimates for 1933, 
we would like to know how China’s na- 
tional income changed during the pre- 
war years. Apart from 1933, however, 
detailed estimates by years were almost 
impossible to obtain. It was therefore 
necessary to compile various indexes 
from related data, upon the basis of 
which we might extend our 1933 esti- 
mates back to 1931 and forward through 
1936. The reader should be warned that 
the estimates for these other years are 
subject to a wide margin of error and are 
of value only in showing the tendency of 
changes during those years. 

Table 4 shows that between 1931 and 
1934 there was a steady decline in total 
income produced, followed during 1935 
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and 1936 by an increase to a new high 
level. The year 1931, in which the general 
price level was higher than that in any 
other year in this period, was a relatively 
prosperous year. The income produced in 
1931 was lower than that in 1936 because 
of the very extensive floods of the 
Yangtze River in the earlier year. Thus, 
although the prices of agricultural prod- 
ucts were ro per cent higher in 1931 than 
in 1932, the agricultural income was 
more than a billion Chinese dollars lower. 
The changes in disposable income were 
very similar to those of income pro- 
duced. 

The figures in Table 4 are calculated 
upon the basis of current prices. How- 
ever, if the increase or decrease of na- 
tional income is due only to the change 
in prices, while goods and services*pro- 
duction remains the same, then the in- 
crease or decrease is nothing but an illu- 
sion. Thus, in order to show the actual 
changes in national income, we must de- 
flate those figures by a price index so that 
the factor of price variation can be elimi- 
nated. Unfortunately, none of the exist- 
ing price indexes takes into account all 
the different groups of goods and serv- 
ices, and, as a result, they do not ac- 
curately reflect price variations of all 
commodities and services. As a make- 
shift, we choose a cost-of-living index asa 
deflator. The advantages of this index 
are that it includes services such as rent, 
religion, education, and entertainment, 


and all goods represented are finished | 
products. Its principal shortcoming is 


that it contains no capital goods. 

Thus, by using the cost-of-living in- 
dexes of Shanghai, Tientsin, and Peiping, 
taking 1931 as the base, averaging the 
indexes and dividing the figures in Table 
4 by the averages, we get the changes of 
real national income in the pre-war pe- 
riod (Table 5). At 1931 prices we can see 
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that income produced was still lowest in 
1934 and highest in 1936, but was higher 

in 1932, 1933, and 1935 than in 1931. 

Generally speaking, apart from the de- 

pression years 4933 and 1934, China’s 

output was increasing during this period. 
Estimates_of_national consumption 

from 1931 to 1936, in current prices, were 

obtained by multiplying the cost-of-liv- 
' ing indexes with 1933 consumption as the 
base. The results obtained can be com- 
pared with the total disposable income 
from one year to another, the difference 
being the approximate sum of invest- 
ment (Table 6). The negative investment 
in 1931 is largely due to the drop in agri- 
cultural income resulting from the great 
flood of that year. Had agricultural in- 
come in 1931 equaled that of 1932, in- 
vestment in 1931 would have become 
C$1,327 millions. Despite the onslaught 
of the depression in 1932, investment was 
C$583 millions in that year. In 1933 and 
1934, as the depression deepened, invest- 
ment fell very sharply, reaching a low 
point of negative C$1,666 millions in the 
latter year. In 1935 the tide turned, in-~ 
vestment rising rapidly to C$1,726 mil- 
lions in 1936. It should be emphasized 
that foreign investment plays the major 
role here. Thus, we have estimated that 
foreign investment was about C$863 mil- 
lions in 1932, and at least C$1,033 mil- 
lions in 1936. Of the latter, the major 
part belonged to the Japanese in the 
Northeastern Four Provinces. If foreign 
investment is eliminated, 1932 invest- 
ment becomes negative C$28o millions, 
and 1936 investment shrinks to C$693 
millions. The smallness of China’s in- 
vestment is striking indeed. We have ex- 
plained that the negative investment 
from 1931 to 1935 was due to the great 
flood and the depression. But, even if we 
take 1936 as the normal year, China’s 
= investment is about C$700 mil- 


"| 
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TABLE 4 


TOTAL INCOME PRODUCED AND TOTAL DISPOSABLE INCOME AT 
CURRENT PRICES, CHINA, 1931-36 


23,597 


TABLE 5 
TOTAL INCOME PRODUCED AND TOTAL DISPOSABLE INCOME AT 
1931 PRICES, CHINA, 1931-36 
(In C$ Millions) 


Productive Group 


acturing 
Building and construction 
Transportation and 


n ; 

a (In C$ Millions) ' 

's Productive Group 1931 1932 1933 1934 1935 1936 

Agriculture... 13,579 14,931 12,271 10,304 13,173 16,926 

n ae and metallurgy.......... 257 234 238 241 258 "204 

e 1,875 1,820 1,838 1,765 1,948 2,408 
Building and construction. ...... 200 139 221 260 190 195 

r= Transportation and communica- 

e 980 885 922 996 1,053 1,045 
2,718 2,541 2, 286 2,236 2,566 

Finance... ... 176 176 200 235 251 294 

e Dwelling service................ 864 go2 9034 959 952 917 
Professional service............. 324 321 312 296 273 302 ; 

e Public administration........... 725 635 642 918 835 1,001 : 

22,761 20,119 18, 260 21,169 25,048 

t Income produced...........| 22,996 22,608 19,946 18,057 20,952 25,694 

International net in-pay- 

216 989 98 337 341 1,214 

Disposable income..........| 23,212 | TY 20,044 18,394 21,293 26,908 

; 

| 

1931 1932 1933 1934 1935 1936 

15,869 14,678 12,551 15,107 17,289 

Mining and metallurgy.......... 257 249 285 294 296 300 

cineca 1,875 1,934 2,198 2,150 2,234 2,460 

a 200 148 264 317 218 199 

unica- 

980 940 1,103 1,213 1,208 1,067 
2,888 3,039 2,784 2,564 2,6a1 
176 187 239 286 288 300 
Dwelling service................ 864 959 1,117 1,168 1,092 937 
Professional service............. 324 341 373 361 313 308 
Public Administration........... 725 675 768 1,118 956 1,022 ; 

24,188 24,065 22,241 24,276 26,505 
153 144 145 167 Ig! 251 
Income produced. ..........| 22,906 | 24,044 | 23,920 | 22,074 | 24,085 26,244 
International net in-pay- 
216 1,051 117 411 391 1,240 
Disposable income..........| 23,212 25,095 24,037 22,485 24,476 27,484 
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lions at most—falling far short of its 
needs for national economic reconstruc- 
tion. / 
-To the present writer it seems that, 
apart from importing foreign capital, 
TABLE 6 


NATIONAL INVESTMENT, CHINA, 1931-36 
(In C$ Millions) 


Disposable 
Income 


23,212 
23,597 
20,044 
18,394 
21,293 
26,908 


there are only three courses open to 
China in raising the funds necessary for 


j nsumption through taxatio 
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qT lis tot the bio landlords’ 
and capitalists’ investment into govern- 
ment investment and to reduce their con- 
sumption rowi 
tion. The third is to abolish private prop- 
erty rights through j The 
first course is not desirable because of the 
low level of China’s standard of living; 
the third is impracticable, involving as 
it does a complete change of its social 
system. While the second is perhaps ad- 
visable, it must lead to the reduction of 
the rich people’s consumption if the re- 
sult is not to be the mere transfer of pri- 
vate investment into government in- 
vestment, total investment remaining 
unchanged. Thus, for its economic re- 
construction, China will have to rely 
considerably upon foreign investment. 


InstrTuTE oF SoctaL SCIENCES 
Li-cHUNG, SZECHUAN, CHINA 


‘ 
ae 2 
Consump- 
23,014 + 583 
20,441 — 307 
21,675 — 382 
t In 
_ 
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Economic Progress and Social Security. By 
G. B. Fisner. London: Macmillan 
& Co., Ltd., 1945. Pp. xi+362. $5.00. 


Economic Progress and Social Security is a 
variation on the theme that economic progress 
requires change and is obviously impeded by 
resistance to change. This thesis was admirably 
presented by Professor Fisher more than a 
decade ago in his book, The Clash of Progress 
and Security. 

Fisher points out that “if the fruits of in- 
creased productive efficiency are to be enjoyed, 
there must be more orless continuous transfers of 
resources ....”’ (p. 218). As progress has taken 
place, resources generally have been shifted out 
of producing raw materials and into producing 
services and manufactured goods. Progress is 
defined as change in the pattern of production 
and in the amount of total product. 

If we most of all want security and define it 
as the status quo—enabling “anyone who is em- 
barrassed by the temporary loss of his place in 
the economic structure to get back to precisely 
the same place as he had occupied before and to 
no other” (p. 25)—we can have little progress. 
And we may not be able to have even this kind 
of security. But, if we define security as the 
chance to get into a different place where 
there is an opportunity to earn an income not 
too different from that in the old place, we can 
have a substantial measure of both security and 
progress. Such a concept of security fits fairly 
well the primary objective of full-employment 
policy and is generally compatible with the 
other objectives of over-all economic policy. 

Promoting both progress and security thus 
involves a frontal attack upon the factors im- 
peding structural economic adjustments. This 
means knocking down the barriers to adjust- 
ment as well as taking positive action toward 
encouraging movement of resources. 

Professor Fisher is less helpful in suggesting 
measures that will be workable in promoting 
structural adjustments than he is in enumerat- 
ing approaches which are likely to be fruitless or 
even harmful. One cannot disagree with the 
techniques he suggests as his “programme for 
structural adjustments” (chap. x). The im- 
portant problem, however, is to find procedures 
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to fit such a program into the institutional 
framework of the economies such as now exist 
in the United States or Britain. We need to 
point out the effects of monopoly, tariffs, and 
other barriers. But we might get further in our 
reforms if we also indicated how far we can go in 
removing such barriers with a minimum of loss 
to those adversely affected by the renovation. 

The author’s discussion of “blind alleys”— 
the “scientific” point of view, the religious and 
moral appeal, leisure, back to the land, and the 
nutritional approach— is excellent. And his ex- 
tensive treatment of international economic ad- 
justments (pp. 218-358) warrants careful 


ing. 
_ He has, however, included among his “blind 
alleys” monetary and credit policy. The rela- 
tionship between monetary policy and struc- 
tural adjustments within an economy can be 
much closer than Fisher seems to recognize. 
Monetary and fiscal policy (fiscal policy is not 
mentioned in the book) can be designed to en- 
courage structural adjustments without sacri- 
ficing the kind of security which Fisher con- 
siders valid. Encouraging continuously strong 
markets but permitting relative prices to change 
as incomes, tastes, and conditions of production 
change strengthens the opportunity for re- 
sources to shift out of areas where they are less 
needed and into areas where they can best be 
utilized. There is a possibility that international 
trade can be disrupted if nations follow opposing 
monetary and fiscal policies. But taking steps to 
see that this does not happen is a separate 
though important problem. The existence of 
this problem is not an adequate basis for reject- 
ing the use of monetary and fiscal policy in at- 
taining progress and security. 
O. H. BROWNLEE 
Towa State College 


Principio to Wheeling, 1715-1945: A Pageant of 
Tron and Steel. By Eant Cuarin May. New 
York: Harper & Bros., 1945. Pp. xiv+335. 
$3.00. 

This volume takes its place along with a few 
others in recent years dealing with the history of 
the iron and steel industry of the United States. 
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Here, Mr. May traces over a period of 2} cen- 
turies, the evolution of a crude Colonial iron 
furnace—started at Principio, Maryland, in 
1715—into today’s huge blast and open-hearth 
furnaces and steel mills in Wheeling, West Vir- 
ginia. It is more than a mere record of a success- 
ful manufacturing company, the Wheeling Steel 
Corporation. It is an excellent case study in 
America’s industrial history. 

A review of the old iron plantations; the im- 
portation of iron workers from England, Ire- 
land, Scotland, and Germany; the erection of 
furnaces; the setting-up of huge overshot water 
wheels to drive air blasts through furnaces and 
run a forge hammer; and the smelting of the ore 
comprise the early part of the volume. In 1727 
the owners of the Principio Company entered 
into partnership with Captain Augustine Wash- 
ington (father of George) and worked the rich 
ore holdings of Washington, located in Stafford 
County, Virginia. It was a good investment. In 
the early 1750’s, when young George was in 
western Virginia and western Pennsylvania 
warning the French to get out of the Ohio Val- 
ley, his father’s company was shipping more 
than one-half of all the American pig iron that 
was being exported to Great Britain. Came the 
Revolution, and the iron that heretofore had 
been shipped abroad was now converted into 
cannon, cannon balls, rifles, and other home- 
manufactured articles. 

After the War of 1812, the iron industry 
followed the wave of migration that poured into 
the upper Ohio Valley. With the opening of the 
Old National Road to Wheeling, a number of 
iron industries followed that migration. Wheel- 
ing offered an ideal location for the iron indus- 
try. It was blessed with an abundance of soft 
coal, limestone deposits, and deep-water trans- 
portation. The iron industry—particularly the 
manufacture of nails—developed rapidly. In 
fact, Wheeling soon came to be known as “the 
Nail City.” There was a great demand for nails 
during the opening of the West. Log cabins were 
giving way to frame buildings. The building of 
barns, tool sheds, and plank fences from sawed 
lumber created a demand for nails that could 
scarcely be met. During the 1850’s, the Wheel- 
ing mills were producing 75,000 kegs of nails 
annually. During the 1880’s, skilled nail-makers 
made from $12 to $20 a day. The nailer super- 
intended 4 or 5 nail-making machines. He was 
“the most affluent workman in American His- 
tory” (p. 184). Following the introduction of 
the Bessemer converter and the manufacture of 


steel, which brought in the wire nails, the old 
cut nail was on the way out. 

Students of economics will find the chapter 
on Trail of the Trusts, 1870-1910, one of the best 
in the book. Here is an excellent running review 
of the numerous mergers and combinations that 
occurred in the iron, steel, and tin-plate corpora- 
tions around the turn of the century. Chapters 
follow in rapid order, pointing out how the Age 
of Iron was followed by the Age of Steel, and in 
turn how the Age of Steel has been followed by 
the Age of Alloys. Of the many technological 
developments noted in this volume, the ad- 
vances in cold-rolling tin plate are described as 
“the only significant improvement in 200 years 
of tin plate manufacture” (p. 261). 

A number of interesting sidelights appear 
throughout the volume. One recites how the 
clever Mrs. Shepherd exploited her charms to 
persuade Henry Clay to reroute the Old Nation- 
al Road past her front door. The chapter called 
“Wheeling Secedes from Secession” explains 
how and why the iron masters in the Wheeling 
district became the most important leaders in 
taking western Virginia out of the old Domin- 
ion. The safety-first movement was introduced 
in the Wheeling Corrugating Company back in 
1907, according to May. 

Few industrial organizations can boast of 
such a continuous history, this company having 
produced iron for armaments and munitions 
from the Revolution through World War II. 


Joun W. OLIVER 
University of Pittsburgh 


The Future of Economic Society: A Study in 
Group Organisation. By Roy GLENDAY. Lon- 
don: Macmillan & Co., Ltd., 1944. Pp. viiit+ 
320. $4.00. 

This is one of those books, so difficult to re- 
view, in which the author seems always to be on 
the point of saying something important and 
yet never quite seems to say it. Mr. Glenday is 
described as “economic adviser to the Federa- 
tion of British Industries,” an organization 
somewhat analogous to the National Associa- 
tion of Manufacturers. The book, however, is an 
original document and, in spite of certain lean- 
ings in the direction of the corporate state, al- 
most certainly is not typical of the opinions of 
the gentlemen whom Glenday presumably ad- 


vises. 
Part I of the book, entitled “Laws of Growth 


‘ 


} 
; 
hen 
Pay 
> 
A 


and Structure,” builds the theoretical frame- 
work, which seems to be something of a mixture 
of historical determinism and economic ecology. 
Glenday is properly impressed with the laws of 
growth, with the famous S-curve, with the de- 
lightful problem of “being the right size,” with 
the pressure of population on the means of sub- 
sistence, and with the way in which the or- 
ganization of economic life changes, often quite 
suddenly, to accommodate greater numbers of 
people or new modes of production. He has 
strong emotional feelings about “hire purchase” 
(instalment buying), the nature of which he 
somewhat misunderstands, regarding it as in 
some way an anticipation of consumption and 
not as a means of financing consumer capital. 
He makes a distinction between “additive 
growth” (e.g., simple interest) and “multiplica- 
tive growth” (e.g., compound interest) which 
looks at first as if it is going to take us some- 
where—perhaps to a grand defense of private, 
multiplicative investment as against public, 
additive investment: but, alas! the argument 
somehow peters out. He is skeptical about the 
existence of the trade cycle and regards it in 
somewhat Schumpeterian terms as a discon- 
tinuous series of separate growth curves. 

Part II, “Historical Illustrations,” is a sort 
of pot shot at economic history, carrying us 
from ancient Greece to the ‘‘Age of Industrial 
Expansion” in six chapters. It does not use 
much of the theoretical framework of Part I and 
does not rise much above the level of a descrip- 
tive text. 

In Part III, “Industrial Society and Its 
Aftermath,” the history is carried forward to 
some vague and oracular prophesy, interlarded 
with some good observations on the difficulties 
which arise when the rates of growth in different 
industries are not compatible. The main thesis 
seems to be that, since the world is too big, it 
ought to be split up into several more or less col- 
lectively organized parts or regional blocs. 
But, whatever the solution, the author is firm in 
his distrust of individual liberty and inter- 
nationalism, 

If it were not for the unfavorable emotional 
overtones at present surrounding the term, one 
might be tempted to call Glenday’s solution 
“moderate Fascist.” It is at this point that one 
begins to fear that perhaps Glenday’s views are, 
after all, akin to those of the Federation of 
British Industries and that the “future of eco- 
nomic society” is a cosily cartelized world in 
which the Lion lies down with the Bear (so long 
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as each is divided by clearly marked spheres of 
influence) in a well-ordered, tightly laced, and 
highly unfree society. 


Iowa State College 


K. E, Boutpinc 


The World’s Hunger. By Frank A. PEARSON 
and Froyp A. Harper. Ithaca: Cornell 
University Press, 1945. Pp. 88. $1.50. 


This book, in the opinion of the authors, is a 
contribution to the clarification of the muddled 
thinking now existing throughout the world 
with respect to the world food situation. More 
specifically the book seems to be written for 
the enlightenment of (unspecified) “vociferous 
liberals and champions of the common man,” 
planners, social uplifters (p. 71), and those 
“politicians, nutritionists, and economists” who 
believe surpluses and malnutrition can exist 
side by side (pp. 2-3). 

The major thesis of the book is that popula- 
tion has always pressed upon the food supply, 
in the Malthusian sense, except for a brief inter- 
lude for a limited part of the world—the West- 
ern world—following the opening of the new 
lands of the Western Hemisphere. Even this 
release from population pressure presumably 
came to a close about 1900. A minor thesis is 
that if some parts of the world have a surplus of 
food and other parts feel a shortage of food, war 
will follow. Europe will presumably face such a 
shortage in the future, and, though the surplus 
area is left unmentioned, it can be deduced that 
North America is meant. 

The authors argue that future increases of 
world food supply must come largely from in- 
creasing output on present acreage. While only 
4 per cent of the world’s land surface is devoted 
to crops, there is little possibility of expanding 
this acreage. Though it is admitted that certain 
techniques—such as more fertilizer, more ma- 
chinery, new varieties of crops, double cropping 
and livestock improvement—will increase food 
supply, the size of the possible increases are in- 
dicated in such generalities as to be almost use- 
less for evaluating future prospects. One of the 
conclusions deserves quoting: “In general, 
mechanization will increase the world’s food 
supply, but not so much as many persons 
believe” (p. 57). 

The book presents little that is really new. 
Many careful students of the world’s food prob- 
lem have recognized that, taking the world as a 
whole, food has always been in short supply for 
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two-thirds to three-fourths of the world’s popu- 
lation and is likely to continue to be in the fore- 
seeable future. A significant analysis of the 
world’s food problem should consider the 
world in at least four general areas: (1) the ad- 
vanced countries of the Western trading world, 
(2) the less-developed areas of South America, 
Africa, and the Middle East, (3) the great over- 
populated areas of Asia and near-by islands, 
and (4) Russia and eastern and southeastern 
Europe. 

In the developed nations of the Western 
trading world, any general food problem will 
turn on trading relations and the level of indus- 
trial employment rather than on the productive 
capacity of agriculture. It seems quite likely 
that the less-developed areas, with an agricul- 
tural technology perhaps a century behind our 
own, will be able to expand production com- 
mensurate with their own population growth 
and possibly, for a time, at a more rapid rate. 

The world’s greatest known food problem 
area is found, of course, in Asia. This book is of 
little help in evaluating what can be done in 
this area, either in terms of checking population 
growth or expanding food supply. Would rapid 
industrialization, if possible, provide a sufficient 
check on the birth rate and a basis for a more 
productive agriculture? This question is not 
even raised, yet in every industrial nation of the 
world the two have gone together. 

The great question mark in the world food 
situation is Russia. Russia, according to Note- 
stein and his associates, has the highest growth 
potential of all European nations. Can Russia, 
still 75 per cent rural (not necessarily all agri- 
cultural), provide the necessary food for a 
population increase of about half in the next 
60 years? If not, and if eastern and southeast- 
ern Europe remain within Russia’s political and 


economic orbit, some of the food exports tradi- - 


tionally available to the rest of Europe will 
disappear. Yet there is no indication in this 
book of Russia’s capabilities in food produc- 
tion except by inference from the over-all 
implications. 

There is a significant need for a comprehen- 
sive analysis of the food-producing potential of 
the significant economic and political areas of 
the world. Pearson and Harper have not ful- 
filled this need. It is to be hoped that the Food 
and Agriculture Organization of the United 
Nations will be able to contribute to this end 
over the next decade. The task is of great mag- 
nitude and of great importance. 
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The most interesting information in the book 
is provided by the estimates of the world 
population that could be maintained with ex- 
isting food production, given different standards 
of consumption. If the average level of con- 
sumption in Asia were generalized, a world 
population of .2,800,000,000 could be main- 
tained (present population—z2,170,000,000). 
If the European standard were generalized, the 
present population could be maintained but 
significant shifts in population (or exports and 
imports of food) would be required. If the 
North American consumption patterns were 
world wide, the world population would have to 
fall by about 55 per cent. 

D. GALE JoHNSON 
University of Chicago 


The Lesson of Germany: A Guide to Her History. 
By Geruart EIs_er, ALBERT NorDEN, and 
ALBERT ScHREINER. New York: Inter- 
national Publishers Co., Inc., 1945. Pp. 222. 
$2.50. 

The “guidance” this book offers is sum- 
marized at the end (p. 217): The Germans 
“have tried everything—excepi the necessary 
road of human progress and the realisation of the 
rights of man.” (Authors’ italics.) What that 
road of progress and the rights of man are is 
clarified by calling everything the Germans ever 
did either reactionary or else demagogic, in- 
cluding the democratic Weimar Republic. That 
Stalinism is identical with progress and with the 
rights of man is brought home on almost every 
page of this pseudo-historical compilation. 

It pretends to offer a German history since 
the medieval age, or a guide to it, but devotes 
altogether 30 pages to the pre-1848 centuries 
and another 31 pages to the following decades 
until 1914. The bulk of this “history,” some 160 
pages, deals with the last thirty years, and more 
than half of that, or about two-fifths of the 
whole book, with the last ten years. The distor- 
tion of its proportions is matched by the 
flimsiness of its content. A few examples may 
suffice. Luther, e.g., is interpreted as having first 
aroused and then deserted “the people,” to be- 
come, on the one hand, “the political representa- 
tive of all the possessing classes in the middle 
class reformist camp,” and, on the other hand, 
“the mouthpiece of the princes” who appear to 
have been opposed to the central government, 
which in turn fought Rome. So everyone was 
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against everyone else, with Luther on both sides 
of the political fence, and it apparently never 
occurs to the authors that he had something to 
do with religion. Similarly, Thomas Muenzer 
merely “cloaked in mystic-religious form” po- 
litical aims, such as “‘a society without class dis- 
tinctions.” The Renaissance appears as a period 
of conflict between the papacy, “as the univer- 
sal monarchy,” and “‘merchant capital.” The 
latter “proved to be the force that destroyed the 
temporal power of the Papacy” because “‘world 
commerce required strong centralized states.’ 

The book abounds with street-corner ora- 
tory, futile generalizations, and outright fabri- 
cations. It quotes almost no sources or litera- 
ture, but in the early parts relies extensively on 
Mehring’s biased historical concoctions and, for 
recent developments (1914-45), on the official 
Moscow version with a few explicit references to 
that source of information. The emphasis 
throughout is on alleged or real class conflicts 
and revolutionary movements. This is especially 
true in the chapters dealing with contemporary 
events, which lionize the Bolsheviks and their 
fellows—13 pages eulogizing the entirely in- 
effective German “‘underground”—while venom 
is poured over the “bourgeoisie” as well as the 
Social Democrats, the latter being presented as 
traitors to the working class. Thus, no trick is 
missed if it serves the objective of whitewashing 
the Communists of their responsibility for Ger- 
many’s nazification. Chamberlain’s appease- 
ment policy is criticized in violent language; he 
is even blamed for having “sabotaged’’ Russia’s 
alleged offer, on April 19, 1939, of a three-power 
alliance, but Stalin’s aggression against Poland 
and the Baltic is not mentioned nor are his pro- 
Hitler machinations. 

To call this output of the propaganda under- 
ground a Marxian interpretation would be an 
insult to the intellect and ethics of Karl Marx. 


MELCcHIOR PALyI 


Central Life Insurance Company 
of Illinois 
Chicago, Illinois 


Great Britain in the World Economy. By ALFRED 
E. Kaun. New York: Columbia University 
Press, 1946. Pp. xvii+314. $4.00. 

This timely book, originally submitted as a 

doctoral dissertation at Yale, is primarily a 
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study of the long-run decline in the position of 
Great Britain in the world economy and of the 
broad secular forces shaping the pattern of that 
decline, with special reference to the inter-war 
period and with some projections into the 
future. While not adding much that is new to 
our existing knowledge or understanding of one 
of the most widely discussed economic prob- 
lems of the last twenty-five years, the study 
nevertheless skilfully weaves together a mass of 
empirical detail relating to the changes in 
Britain’s international economic position and 
the corresponding internal readjustments there- 
to, buttressed by lavish documentation and 
bound together, if somewhat loosely and not 
always with the most up-to-date tools, by 
some pertinent analysis. 

Mr. Kahn’s basic thesis is that the long-run 
decline in the competitive power of British in- 
dustry and the accompanying deterioration in 
the British balance-of-payments position (as re- 
flected chiefly in a decline of exports) are pre- 
dominantly the result of long-run secular 
forces of an “impersonal and inevitable” 
character largely independent and beyond the 
control of British policy. These long-run forces 
include the industrialization along competitive 
lines of Britain’s overseas customers, the growth 
of tariffs, changes in technology, and shifts in 
consumer demand, all of which undermined 
Britain’s early industrial and export supremacy, 
based largely on a few specialized staple trades. 
In the face of these forces, operative before 
1914 and intensified thereafter, British industry, 
hampered by special institutional obstacles 
arising out of the war and by lack of initiative 
on the part of entrepreneurs, proved unable dur- 
ing the inter-war period to adjust itself suffi- 
ciently to prevent continued declines in ex- 
ports and relative economic stagnation at home. 
This thesis is elaborated with a detailed exam- 
ination of the decline in the staple trades, the 
rise in industries catering chiefly to the domestic 
market (the latter being a partial adjustment to 
the altered international position), trends in the 
British balance of payments and its geograph- 
ical reorientation, and the domestic conse- 
quences of the fall of Britain’s exports and 
foreign lending and the improvement in its 
terms of trade. 

Projecting these secular trends into the fu- 
ture, the author comes up with pessimistic prog- 
nostications. Pointing out that the pre-war 
trends will be aggravated by the severe war- 
time deterioration in Britain’s balance of pay- 
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ments, he foresees, in the longer run at least, 
continuing declines in exports, a worsening of 
the terms of trade, and a tendency toward 
underemployment, and he feels that relatively 
little can be done to counteract these tendencies. 
This semi-fatalistic attitude, it seems to me, 
leads to an underestimation of the corrective 
effects which would stem from high levels of 
world income and from the types of cqgmmercial 
and exchange policies currently envisaged in 
the various economic plans of the United Na- 
tions, as well as of the possibilities of structural 
readaptation and technical progress within the 
British economy itself. 

More interesting to the reviewer were the 
sections relating to the theory of the mecha- 
nism of adjustment of international balances 
and its application to the British case. Kahn is 
sharply critical of the existing body of theory in 
this field (which he identifies chiefly with the, 
Taussig-Viner and Ohlin-Iversen approaches) 
and of its usefulness in analyzing concrete situ- 
ations. He accuses it of unrealistic assumptions 
(e.g., full employment and static conditions), 
abstraction from essential “dynamic determi- 
nants” of the equilibrating process, and con- 
centration on simple, one-way sequences of 
causation. Instead, he argues for an “organic 
theory of international equilibrium,” which, 
while not developing it in any detail, he defines 
as an analysis of the balance of payments “in 
terms of actual cyclical and secular process, of 
actual complex patterns of cause and effect in 
mutual interplay and in continual transition, 
constantly disrupting and readjusting in a real 
world” (p. 33). While there is some validity in 
Kahn’s criticism (although much of it seems to 
be mere shadowboxing and to overlook the 
recent important advances in mechanism theory 
resulting from the incorporation therein of the 
theory of employment), his own substitute is so 
vague and his attempted application of it to an 
analysis (especially in Part III) of British bal- 
ance-of-payments experience so devoid of tan- 
gible results that this reviewer, for one, will be 
content to stumble along with the existing ap- 
proach until a more fruitful one is developed or, 
perhaps, until the “organic theory” itself is 
more coherently articulated. 


ArtTuHuR I, BLOOMFIELD 


New York City 


The Great Retreat: The Growth and Decline of 
Communism in Russia. By Nicuotas S. 
TimasHEFF. New York: E. P. Dutton & 
Co., Inc., 1946. Pp. 470. $5.00. 

Professor Timasheff’s bulky volume is a 
study of the Soviet experiment. It opens with a 
survey of conditions in imperial Russia and 
traces the changes in Soviet ideology and the 
evolution from 1917 to 1945 of the political, 
social, and economic structure of the U.S.S.R. 
The author is particularly interested in social 
and cultural developments and his chapters on 
nationalism, family, schools, the church, sci- 
ence, arts, population, social classes, mores, and 
morals contain much information which, if not 
exactly novel, is apt, significant, and often il- 
luminating. Unfortunately the study follows a 
dogmatic sociological scheme and endeavors to 
force Soviet history into the strait jacket of 
four closely defined chronological periods: War 
Communism, New Economic Policy, Second 
Socialist Offensive, and the Great Retreat. The 
latter period, to which the author attaches the 
greatest importance, is supposed to have begun 
in 1934 and to be characterized by the abandon- 
ment of some of the basic tenets of communism. 
The rigid adherence to this scheme leads to a 
great deal of repetition and necessitates a highly 
artificial rearrangement and reinterpretation of 
the familiar facts. 

The Great Retreat, according to Timasheff, 
was forced on the Soviet government by the 
failure of the communist experiment and by the 
danger of war, which became real after the con- 
clusion of the German-Polish pact of January, 
1934. During this period, a “victory, though 
partial victory only, of the nation against a 
reckless dictatorship,” was gained by govern- 
mental concessions to public opinion. The author 
makes it clear that the regime of dictatorship 
“has not been lifted or even mitigated” in spite 
of the democratic trappings of the Constitution 
of 1936 and that the economic system based on 
public ownership of means of production and 
the collectivization of farming has been re- 
tained, although he claims that minor conces- 
sions were made to local industries, artisans, 
and collective farmers. The latter assertion is 
not corroborated by the slim evidence produced; 
the legislation of 1938-42, for instance, shows 
unmistakably the determination to tighten up 
the screw of collectivization. The “shift from 
internationalism to nationalism,” according to 
Timasheff, forms “the very backbone of the 
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Great Retreat.” This statement is hardly cor- 
rect with reference to Soviet foreign policy. 
Moscow’s interest in the promotion of world 
revolution subsided markedly some ten years 
earlier (about 1924), nor is it by any means cer- 
tain that it “has almost vanished’’ today: all 
available evidence would seem to indicate that 
the reverse is true. The main features of the 
Great Retreat in domestic policies are the rec- 
onciliation between state and church; the 
more conservative attitude toward schools, 
family, divorces, sex, abortion, literature, and 
arts (which remain, however, under strict gov-- 
ernment control); and above all the crude 
nationalisms which finds its expression in the 
glorification of such questionable historical 
figures as Alexander Nevsky, Dimitry Donskoy, 
Suvorov, and Kutuzov. 

Are these moves real and significant ‘“‘con- 
cessions” to the wishes of the Russian people, 
as Timasheff imagines? Does the Patriarch who 
complies with every order of the dictatorship 
and who addresses Stalin as “the wise leader 
placed by the Lord over our great nation” en- 
hance the authority of the church and endear 
himself to the believers? With the acceptance 
by the Kremlin of “national values,” writes 
Timasheff, “ . . . . the main reason for the hos- 
tility of large groups toward the government 
.... disappeared, and a sacred union against 
the aggressor could materialize.” This is a 
pleasing thought, but it hardly explains the re- 
tention of the dictatorship, of censorship, and 
of the police regime which the author so fully 
describes. 

MiIcHAEL T. FLORINSKY 
Columbia University 


Economic Development in S.E. Europe: Including 
Poland, Czechoslovakia, Austria, Hungary, 
Roumania, Yugoslavia, Bulgaria and Greece. 
By P.E.P. (PoitricaL AND Economic PLAN- 
NING). London: Political and Economic 
Planning, 1945. Pp. 165. $3.00. 


The present study is the work of a group of 
experts from the various countries concerned, 
who, under the guidance of Professor David 
Mitrany, found a basis for collaboration in ex- 
amining together the common economic prob- 
lems of their countries. The study deals with 
economic development in southeastern Europe, 
including Poland, Czechoslovakia, Austria, 
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Hungary, Rumania, Yugoslavia, Bulgaria, and 
Greece. The great difference between the eco- 
nomic structure and problems of the advanced 
and industrially developed Czechoslovakia and 
Austria and the retarded, mostly agricultural 
countries in the Balkans—while discernible by 
the careful reader—is not presented with suffi- 
cient clarity for others. 

The study is divided into six chapters: “Nu- 
trition,” “Food and Agriculture,” “Industrial 
Development,” ‘Transport,’ “Marketing,” 
and “Financial Aspects.”’ The conclusions at 
which the study arrives are today no longer 
new; they confirm the results of previous simi- 
lar studies. A bibliography of recent important 
books on this subject matter would have been 
helpful to the reader. 

The conclusions, which are clear and con- 
sistent, begin with the analysis of a low stan- 
dard of nutrition. The key to this problem is an 
increase in food production, particularly in 
animal protein. At a time when the question of 
land reform has assumed political implications, 
it is good to read the sober statement that, ex- 
cept in Hungary, the real problem is not so 
much one of land distribution as one of land 
utilization. A comprehensive program of prog- 
ress in agriculture is presented. The increase of 
the output per unit of labor and per unit of land 
is indispensable. 

In view of the agricultural overpopulation 
existing in the agricultural countries of this 
area, any agricultural program must be sup- 
plemented by industrialization. An analysis of 
the resources with respect to industrial develop- 
ment leads to the conclusion that the means of 
these countries are meager in relation to their 
needs. 

A great expansion in transport and a thor- 
ough reorganization of the marketing system 
are necessary for any improvement of the pres- 
ent situation. The whole program will require a 
huge amount of capital. Outside help is indis- 
pensable for any large-scale development of the 
area; at the same time, a modernization of the 
system of taxation and a change in the structure 
of public expenditures is necessary. A great im- 
provement of genera] as well as professional edu- 
cation is needed if a higher degree of economic 
development is to be achieved. The authors 
point out repeatedly that no sudden miracles 
can be expected and that any development of 
the retarded countries will take time. 

The study avoids purposely the examination 
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of international economic relations, except for 
mentioning several times the importance of re- 
gional co-operation. As the events of the last 
year show, the future trend of international 
economic relations will be of great significance 
for the whole area. This reviewer wishes, there- 
fore, that the study might have embraced this 
important part of the problem as well. 

The authors equally avoid the discussion of 
an appropriate economic and social system. The 
pure facts, however, presented clearly through- 
out this volume, seem to give an answer in the 
sense that no changes in social or economic 
systems will relieve the nations from respect- 
ing economic necessities and from relying on 
continuous and hard work when they carry out 
their program. 

The book contains a valuable statistical an- 
nex with a great many pertinent statistics. A 
number of mistakes could have been avoided by 
checking carefully the sources. In particular, the 
chapter on “Industrial Development” would 
have gained from a scrutiny by someone famil- 
iar with the industrial situation in these 
countries. 

The study as such is one more valuable con- 
tribution to the analysis of one of the crucial 
problems in Europe and should be read espe- 
cially by all statesmen and planners promising 
speedy increase of general welfare. 

It should be obvious to anybody that with- 
out an economic development of southeastern 
Europe no balanced economy of Europe will be 
achieved. An economic approach to the prob- 
lem would be helpful even to those who are in- 
dulging in wide-range political programs and do 
not like to be stopped or slowed down by sober 
economic facts. In this connection, attention 
should be given to a recent excellent publication 
by the League of Nations, Economic Demography 
of Eastern and Southern Europe by W. E. Moore, 
which, in fact, supplements the study reviewed 


here. 
ANTONIN Bascu 
Columbia University 


National Power and the Structure of Foreign 
Trade. By ALBERT O. Hirscuman. (“Publi- 
cations of the Bureau of Business and Eco- 
nomic Research, University of California.’’) 
Berkeley: University of California Press, 
1945. Pp. xiv+170. $3.00. 

Mr. Hirschman’s fascinating study considers 
foreign trade as a tool of power politics. First, 
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‘by providing a more plentiful supply of goods 
or by replacing goods wanted less by goods 
wanted more (from the power standpoint) 
foreign trade enhances the potential military 
force of a country” (p. 14). Second, “the power 
to interrupt commercial and financial relations 
with any country ... . is the root cause of the 
influence .... which a country acquires in 
other countries” (p. 16). Imports of goods 
needed for the war machine, stockpiling of 
strategic materials, redirecting trade toward 
friendly powers, and controlling the sea lanes 
are policies relying on the “supply” effect of 
trade. The policies relying on the “influence” 
effect are more subtle. They are grouped around 
two ideas. First, make it difficult for the victim 
to dispense with your trade entirely : increase its 
gain from trade; trade with poor countries. 
Second, make it difficult for the victim to shift 
its trade to other countries: develop a demand 
for specialties not wanted elsewhere; drive the 
prices of the victim’s goods above world prices; 
trade bilaterally; generally deal with small 
countries. 

The heart of the book consists of the three 
important statistical studies which attempt to 
measure, first, how far large countries ac- 
tually prefer small and poor trading partners; 
second, how far small countries have been 
successful in combating the large countries; and, 
third, just what the commodity structure of 
foreign trade is. 

For the first purpose, Hirschman develops an 
ingenious index of preference and calculates it 
for the United States, England, Germany, 
France, Italy, and Japan. Only France and 
Japan fail to show a preference for small trading 
partners. In the German case this preference is 
startling. 

In the second study, the trade of 44 small 
countries is analyzed; and these are the most 
important results: (1) For all except five coun- 
tries, exports are more concentrated than im- 
ports. (2) There is a “positive correlation be- 
tween the concentration of foreign trade accord- 
ing to countries and... . according to com- 
modities. This relationship holds with respect 
to exports only” (p. 106). (3) World trade is 
built upon a specific interdependence of spe- 
cific countries. Shifts to other countries with a 
similar economy are not easy. (4) Only a few 
small countries have succeeded in spreading 
their exports significantly over a number of 
countries. 

It might be pointed out here that some of 
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these results can be explained by the geographi- 
cal position of different countries. For example, 

France’s neighbors are, for all practical pur- 

poses, the big nations with whom she is con- 

nected by sea, while Germany is surrounded by 

many more and smaller countries. However, 

while the location factor can explain the differ- 

ent level of the various calculated indices, it can- 

not explain significant changes in them. 

In summary, the 44 countries are grouped 
into (1) those in which Germany always has 
been dominant (southeastern Europe); (2) na- 
tions whose trade is evenly spread, including 
Belgium, Holland, and Switzerland; (3) coun- 
tries in which German and English influence is 
approximately equal (Baltic and Scandinavian 
countries). It is not entirely unexpected that 
“from 1925 to 1938 the concentration of trade 
has increased substantially for the first group of 
countries, has decreased for the second group, 
has had no definite trend for the third” (p. 110). 

The final study deals with the commodity 
structure of foreign trade. Unlike previous, par- 
ticularly German, investigators, Hirschman 
classifies commodities rather than countries. 
The trade of a country is thus classified into 
foodstuffs and raw materials, and manufac- 
tures. The results are: (1) Rather less than one- 
third of world trade consists of the “traditional” 
exchange of manufactures against foodstuffs. 
(2) Trade of manufactures against manufac- 
tures accounts for only 15-20 per cent. (3) Sur- 
prisingly, exchange of raw materials and food- 
stuffs against raw materials and foodstuffs ac- 
counts for 30-40 per cent of world trade. (4) The 
remaining 10-15 per cent consists of an ex- 
change of commodities against invisible items. 

Hirschman himself points out that, for ex- 
ample, the “traditional” type of exchange “of 
Japan with the Dutch East Indies and the 
United States has the opposite sign. The 
amounts which thus cancel out are precisely the 
exchange of raw materials against raw mate- 
rials and of manufactures against manufactures 
on a triangular basis, and only the balance, ac- 
cording to the meaning assigned to the term, 
constitutes a true exchange of manufactures 
against raw materials” (p. 124). To the extent 
to which this example can be duplicated, 
Hirschman’s results understate, therefore, the 
importance of the “traditional” exchange of 
raw materials against manufactures. 

A more detailed analysis of the commodity 
structure of the trade of individual countries 
fails to show a definite pattern for all of them. 


Nor can any “laws” be discerned “according to 
which the commodity structure of foreign trade 
changes in the course of an economic develop- 
ment such as industrialization” (p. 139). 

In an appendix, Dr. Ricci discusses in detail 
the statistical methods used. 

W. F. STOLPER 

Swarthmore College 


Industry in Latin America. By GEORGE WYTHE. 
New York: Columbia University Press, 
1945. Pp. viiit+-371. $4.00. 

This is the best book in its field. An introduc- 
tory section briefly touches upon the over-all 
Latin-American situation with respect to the 
extent and nature of industrialization, the avail- 
ability of raw materials and capital, the spirit of 
enterprise, the efficiency of labor, the limita- 
tions of the market, and the role of government. 
The author then proceeds in the next section to 
the meat of the book, where he devotes some 250 
pages to a detailed discussion of the scope and 
character of industry in each of the other Ameri- 
can republics. The successes and failures of in- 
dustry are given prominence. The book is char- 
acterized by the wealth of factual material 
which it contains, including information on war- 
time developments. Throughout, the treatment 
is sympathetic to the theme of industrialization. 
In the concluding chapter, however, Wythe em- 
phasizes that some of the industrialization has 
been ill suited to the particular economy in 
which it occurred, with resulting disadvantages 
to the competitive position of basic Latin- 
American exports in world markets. It is fitting 
that he ends on this note, as too much of the 
literature on the subject plays up only the rosy 
side of the picture. 

Students of the problem, while grateful for 
Wythe’s authoritative treatment, are likely to 
be somewhat disappointed that more use has 
not been made of material which is available in 
Washington. The author, as head of the Ameri- 
can Republics unit of the Department of Com- 
merce, has access to a new and rich store of 
original industrial reports prepared by hundreds 
of embassy attachés during the recent war. Per- 
haps the author has been reluctant to use mate- 
rial that was originally classified as information; 
but then classified material often includes ex- 
cerpts from the local press. As an example of the 
resulting omissions from the book, we may cite 
the case of the expensive new processing plant 
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which Anaconda.is preparing to instal at the 
famed Chuquicamata mine. With the exhaus- 
tion of one type of ore, the remaining reserves of 
a distinctly different type can be processed only 
by a different technique. The case is of interest 
for several reasons, not the least of which is the 
bearing of Chilean government policy upon the 
decision to carry out the large investment in- 
volved. 

A word about some minor shortcomings. The 
reader is told (p. 55) that good engineering and 
economics courses are generally available in 
Latin-American universities. This considerably 
exaggerates the situation, especially as regards 
economics, since practically all the economists 
that are worth their salt are in government and 
the central banks. Although Wythe points out 
in a footnote that comparisons of tariff levels 
involve many difficulties, he proceeds to make 
national comparisons in terms of duties as a 
percentage of dutiable imports (p. 68). The com- 
parisons are favorable to the United States! We 
are also told that nearly half of British invest- 
ments in the Argentine have yielded no return 
for some time (p. 95). Besides being vague as to 
the period involved, this statement is approxi- 
mately correct only when sterling returns are 
considered. Nor is it true that chilled beef can- 
not be shipped from Australasia to Britain (p. 
99). Finally, in converting Chilean values to 
dollars, Wythe exaggerates Chilean perform- 
ance by using the 25-peso exchange rate instead 
of the effective rate of 31 pesos to the dollar (pp. 
195, 196, 204, 211). 

VircIL SALERA 
Miami University, Ohio 


Chile: An Economy in Transition. By P. T. 
E.tswortu. New York: Macmillan Co., 
1945. Pp. xi+183. $3.00. 


This monograph deals with an unusual chap- 
ter in the history of international economic ad- 
justment. Chile’s exports in 1932, measured in 
gold value, were only 12 per cent of exports in 
1929. Under the best of circumstances this 
would have been a major economic catastrophe 
for the country, but the consequences were 
even more severe as a result of the cessation 
after 1930 of foreign borrowing, which had been 
an important factor in the Chilean balance of 
payments in the previous decade. For two 
years after 1929 Chile made every effort to ad- 
just to the depression by orthodox measures 
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within the framework of the gold standard. The 
Central Bank of Chile in the face of a loss of 
more than half its gold resources raised its dis- 
count rate from 6 to 9 per cent, total means of 
payment fell nearly 40 per cent in 2 years, and 
government expenditures were sharply cur- 
tailed. In 1931, however, payments on the ex- 
ternal debt were suspended, the gold standard 
was abandoned, exchange control was intro- 
duced, import duties were increased greatly, 
and the Central Bank adopted a liberal credit 
policy. Following these developments there 
was a remarkable expansion of construction 
and of industrial production, and unemploy- 
ment—which had reached alarming proportion 
in 1932—had been virtually eliminated by the 
end of 1934. In 1939, after only a moderate rise 
in prices and living costs over a seven-year 
period, Chile embarked on an inflation that in 
four years nearly doubled prices and living 
costs. The basic cause of this inflation was 
credit expansion by the Central Bank, princi- 
pally in the form of advances to the govern- 
ment and to development corporations. 

Ellsworth gives a well-balanced account and 
interpretation of those developments although, 
from the reader’s point of view, the history 
would have been improved had some of the de- 
tails been subordinated. Of particular interest 
is the account (pp. 52-73) of the exchange con- 
trol with an elaborate system of multiple rates. 
Ellsworth is sympathetic toward Chilean policy 
in the early years after the suspension of the 
gold standard but leaves the reader somewhat 
in doubt—perhaps because the evidence does 
not warrant as clear-cut judgment—as to how 
far the remarkable industrial development of 
Chile after 1931 was the result of the positive 
action of government and to what extent it was 
a development that would have taken place in 
any case with the collapse of the nitrate and 
copper markets, the end of foreign borrowing, 
and the sharp depreciation of the peso on the 
foreign exchanges. He is, however, critical of 
developments after 1938 (pp. 84, 87-93, 109- 
17) because of the inflationary results and the 
failure of the government to follow a more 
selective process in the stimulation of local 
industry. 

In the closing chapter, “Prospects for Eco- 
nomic Development,” Ellsworth takes an un- 
favorable view (pp. 135-41) of the long-run 
export prospects for nitrate and copper, which 
in the 1930’s were over 70 per cent of total 
Chilean exports. He believes that further in- 
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dustrialization, the development of water 
power, and the modernization of agriculture 
are essential if living standards in Chile are to 
be raised. 


Haverford College 


FRANK WHITSON FETTER 


World Politics Faces Economics: With Special 
Reference to the Future Relations of the United 
States and kussia. By HAROLD D. LASSWELL. 
(“Committee for Economic Development 
Research Study.”) New York: McGraw- 
Hill Book Co., 1945. Pp. x+106. $1.25. 


Mr. Lasswell discusses problems of economic 
policy within the framework of world politics. 
This, to his mind, implies a treatment “with 
special reference to the future relations of the 
United States and Russia.” He speaks of a “‘bi- 
polar structure” of world politics as the primary 
feature of the historical period which has been 
ushered in by the Second World War. 

The author characterizes the relations be- 
tween the two countries as an “active power- 
balancing process,”” emphasizing that the prob- 
lem is “the adjustment of mighty Russia to 
mighty America.” This process, as the author 
sees it and as very recent history seems to con- 
firm, is far from being a placid affair: “Russia 
and America will move continually to confront, 
to outflank, to encircle, and to infiltrate the 
other. They will tend to face one another 
throughout the globe, on practically every 
issue.”” Much of this, in Lasswell’s opinion, is, 
as it were, an automatic evolution which he 
compares to the operation of the law of supply 
and demand in a free market. Both Russia and 
the United States will try to protect from the 
other those zones which they consider of pri- 
mary importance for their own security. Natu- 
rally, violence and expectation of violence may 
be closely associated with this process. Thus 
one is led to anticipate the worst. Yet, the 
author does not believe that armed conflicts 
are in any way inevitable. He thinks that the 
tension can be reduced, and the sense of inse- 
curity diminished, by appropriate policies. 

These policies include stabilization of the 
domestic economy of the United States in order 
to prevent an erratic and disorganizing impact 
of our economy on the outside world. At the 
same time, the author discusses the chances of 
democratization of Russia. In this respect, he 
emphasizes the democratic elements in the 


Russian ideology and, while he refers to the ob- 
stacles to the growth of political freedom in 
that country, his conclusions are by no means 
pessimistic. He seems, however, to regard an 
initial improvement in international relations 
as a prerequisite for a democratic evolution in 
Russia. 

The author lays particular stress on the 
mode of our participation in industrial develop- 
ment of backward countries. He distinguishes 
between a balanced and a predatory industrial- 
ization. The latter tends to create privileged 
ruling groups and to lead to social discontent 
on the part of the underprivileged sectors of the 
population. This is likely to widen the area of 
disagreement between the United States and 
Russia. The author suggests a number of de- 
vices by which predatory industrialization 
may be avoided. 

The final conclusion is optimistic: Russia 
and the United States will sway the destinies of 
the whole globe. But the two countries “can 
work together for their own good and the good 
of humanity.” 

For the most part, the study remains on a 
rather general level. The reader will find little 
reference to concrete areas of political conflict 
between the United States and Russia. Nor is 
there any discussion of the machinery by which 
economic relations could be organized with a 
minimum of friction. The author envisages, 
quite rightly, that in a not too remote future 
Russia may become an “export-surplus econ- 
omy,” that is, may engage in investment 
abroad on a considerable scale. He suggests 
that this process may entail a good deal of ad- 
ditional international friction, but does not pro- 
pose any devices for minimizing it. The reader 
will at times feel that the presentation merely 
skims the surface of some of the problems. He 
will notice the lack of reference either to the 
United Nations Organization or to any inter- 
national economic organization. He may won- 
der whether this omission may not stem on the 
one hand, despite several qualifications, from a 
certain overemphasis of the bipolar political 
pattern and on the other hand from failure to 
recognize the function of machinery in inter- 
national relations. This function consists not 
only in solving power conflicts but also, in the 
long pull, in pressing power into the back- 
ground and in allowing freer play for interests 
other than power interests. Discussion of such 
apparatus and of the problems germane to it 
might have removed a certain hiatus between 
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the basic stress on power in the early parts of 
the book and the optimistic conclusions. 

A great merit of this little book lies in the 
earnestness of the endeavor to attain a well- 
balanced and rational view of a subject which 
has been laden and overladen with emotions. 
It is an admirably sincere effort to examine 
several important obstacles to a peaceful under- 
standing with Russia. The result is an enlight- 
ened and thought-provoking contribution. It 
does not solve any concrete problems. But 
anyone concerned with these problems will find 
Lasswell’s study an illuminating guide. 


ALEXANDER GERSCHENKRON 
Washington, D.C. 


The Device of Government: An Essay on Civil 
Polity. By Joun Latrp. Cambridge: At the 
University Press; New York: Macmillan 
Co., 1944. Pp. 173. $1.50. 

This book by the Regius Professor of Moral 
Philosophy in the University of Aberdeen leaves 
one with the impression of having heard a piece 
of rococo music. It is very charming, infinitely 
sophisticated, but not very significant, and 
definitely out of date. Professor Laird deals in 
this volume with those tremendous questions 
which since Plato and Aristotle have occupied 
the Western mind. Yet he deals with them on 
the level not of political actuality but of logical 
distinctions, devoid of any direct relevance to a 
particular political situation. His thoughts di- 
vide the surface of those perennial problems 
neatly and gracefully into compartments, but 
very rarely do they break through to the core of 
the problems themselves. 

These remarks ought not to be taken to mean 
that this book is without merit. They are only 
intended to set a limit to the importance of a 
book which calls itself “An Essay on Civil 
Polity.” If one is interested in the different 
meanings of, and possible answers to, the ques- 
tion ‘whether man is by nature a political ani- 
mal,” he will find in the first chapter an ex- 
haustive analysis of the different logical possi- 
bilities. If one cares for inspecting concepts such 
as “natural slavery” or “natural kingship” from 
all sides like little precious stones until there is 
nothing left to be said that can be said by way 
of verbal interpretation, the book will give him 
what he wants to have. 

Yet these are serious times for the political 
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tradition of Western civilization, probably more 
serious than the ones in which Plato and Aris- 
totle endeavored to save the political tradition 
of Greece by a heroic effort of the mind. Who- 
ever poses again the fundamental problems of 
political life, whose formulation we have in- 
herited from the Greeks, ought to approach 
them not only in the manner but also in the 
spirit of the Greeks. For them, logical distinc- 
tions were only the ultimate refinement of sub- 
stantial thought, which was able to face the 
problems of the times in all their concreteness 
and with all their urgency. It was only in the 
late Middle Ages that those logical refinements 
were separated from the substance and the ac- 
tuality of the problems themselves. This book 
is certainly superior to the contemporaneous 
imitations of the decaying scholastic method in 
its charm, erudition, and culture, but it is 
hardly much more significant. 

According to the author, this book originated 
in lectures given to members of the British 
armed forces. If all that he told his listeners is to 
be found in this book, it must indeed be true 
that the British soldier can take it, yet it is 
doubtful that he learned here what he was 


fighting for. 
University of Chicago 


Hans J. MorGENTHAU 


The Development of Public Services in Western 
Europe, 1660-1930. By Str ERNEST BARKER. 
New York: Oxford University Press, 1945. 
Pp. vi+93. $1.50. 

In this little volume Sir Ernest Barker per- 
forms the incredible feat of presenting in some 
ninety pages a wide-ranging survey of compara- 
tive administration covering three countries and 
running through three centuries. The countries 
are England, France, and Prussia. The method 
employed is to compare, in a substantial first 
chapter, the fundamental characteristics of the 
administrative system developed throughout 
the period in each country, with briefer chapters 
dealing similarly with state activity in con- 
scription, taxation, social services, and educa- 
tion. 

It is especially the first chapter which demon- 
strates the value of the comparative method, at 
least when employed by a student with Barker’s 
penetrating insight. He succeeds throughout in 
drawing new meaning and relationships out of 
familiar material. The French political system 
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is characterized as the result of the conjunction 
of democratic government and bureaucratic ad- 
ministration, with Napoleon as the bridge unit- 
ing democracy and bureaucracy. The peculiar 
character of the Prussian administrative system 
is seen as resulting from the need to supply 
unity to an unformed, geographically scattered, 
steadily growing state without common tradi- 
tion, law, or representative body. When the 
Prussian revolution came, it was “curiously un- 
like the French—a revolution not directed 
against the administration, but achieved by it; 
a revolution which left absolutism almost in- 
tact, but increased the efficiency of its methods 
of government, and gave it something of a 
national basis.” 

Finally, there is England which, unlike 
Prussia, did not need administrative pressure to 
give it internal cohesion and unity. Barker as- 
sesses the effect of the foreign origin of the 
dynasties after Elizabeth in blocking any identi- 
fication of king with state; of the absence of the 
estates principle; of the success in finding a 
responsible place in English government for the 
nobility and the gentry, in comparison with 
“the useless but privileged court nobility of the 
French monarchy” and “the privileged but 
utilized army nobility of Prussia.” The direct 
controls over local administration in France and 
Prussia are compared with the loose English 
central-local relationship based on inspection 
and financial check. Barker concludes that while 
each country has developed according to its own 
genius, there have been extensive interaction 
and borrowing, which have combined to pro- 
mote the growth of a common European stand- 
ard of administration and public service. 

C. HERMAN PRITCHETT 


University of Chicago 


Nationality in History and Politics: A Study of 
the Psychology and Sociology of National 
Sentiment and Character. By FREDERICK 
Hertz. New York: Oxford University Press, 
1944. Pp. x+417. $6.50. 

This is another volume of the “International 
Library of Sociology and Social Reconstruc- 
tion,” edited by Karl Mannheim. Its author, 
who knows more about the facts of nationalism 
than practically anybody else, calls it “A Study 
of the Psychology and Sociology of National 
Sentiment and Character.” British writers, such 
as Carr, Cobbin, and Friedmann, have given us 


lately a number of attempts at rethinking and 
reformulating the problems of nationality and 

nationalism. Here is another step which pur- 

ports to lead in the same direction. Actually, 

however, this volume, excellent in its way, deals 

with history and sociology rather than with so- 

cial and political reconstruction. 

What has happened in Europe since the 
Treaty of Versailles and what is happening to- 
day signifies the collapse of the idea of national- 
and of national self-determination. The 
settlement of Versailles, which was juster from 
the latter point of view than any preceding 
peace settlement, led to the military and politi- 
cal atomization of eastern and central Europe, 
thus guaranteeing, in the absence of an effective 
collective system of security, the resurgence of 
Germany as a dominant power on the European 
continent. The Nazis, who knew better than 
anybody else what a disruptive force a hostile 
national minority can be, proclaimed the prin- 
ciple of national self-determination as a monop- 
oly of Germans; of such a monopoly the 
extermination of minority groups is one of 
two logical conclusions. The other one is the 
wholesale expulsion of minority groups which 
we witness today in eastern and central Europe. 
Thus the problem of nationalities is solved once 
and for all by eliminating altogether the nation- 
alities who cannot protect themselves. The na- 
tional principle, hailed throughout the nine- 
teenth and the first decades of the twentieth 
centuries as the great liberating force which, 
once fully realized, would bring permanent 
peace to Europe and to the world at large issues 
in the barbarization of international politics on 
a gigantic scale and becomes one of the major 
sources of instability and war in the contem- 
porary world. 

Hertz’s contribution to the problem is impor- 
tant even though, as the author himself realizes, 
it falls far short of a constructive solution. His 
purpose is mainly critical. He examines the 
structure and forms of national consciousness as 
they have appeared in history. He shows the 
confusion of thought and language in the con- 
cepts used, the problems raised, and the argu- 
ments advanced in the name of nationality. He 
analyzes what has been said about the relation 
between nationality, on the one hand, and race, 
language, religion, and territory, on the other. 
He examines the relations between the idea of 
the national state and the concepts of the na- 
tional will and character. After a rather cursory 
chapter on. the social background of modern 
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nationalism, dealing particularly with the rela- 
tions between nationalism and capitalism, he 
traces in a final chapter the national idea in the 
thought of the great political philosophers of 
modern times. Here again the treatment is 
rather aphoristic and stands no comparison with 
Kohn’s monumental Jdea of Nationalism. 

The volume leaves the reader with the con- 
clusion that the history of the national idea is 
the story of man’s capacity for self-deception 
and confusion. It is indeed important to know 
and to have it demonstrated with a wealth of 
historic material that the national idea has be- 
come a degenerate religion which uses noble 
aspirations for ignoble ends and low passions for 
exalted goals. Yet it is not enough to know this, 
and it is only by means of some constructive 
efforts that the international anarchy, of which 
modern nationalism has been such an important 
cause, can be overcome. One must therefore look 
forward with anticipation to the further writ- 
ings in which the author promises to give more 
than he has given here. 


Hans J. MorGENTHAU 
University of Chicago 


Pioneers in World Order: An American Ap- 
praisal of the League of Nations. Edited by 
Harriet Eacer Davis. New York: Colum- 
bia University Press, 1944. Pp. x+272. 
$2.75. 

Many will be surprised, as this reviewer was, 
to learn from this volume that almost three 
hundred Americans were at one time or another 
associated with the League of Nations. More 
than a hundred of them met to discuss their ex- 
periences with the League and to apply them to 
the problems of future world organization. A 
number of memoranda were presented at those 
meetings. This volume is a collection of sixteen 
of them, written by outstanding experts in dif- 
ferent fields of international relations. 

There can be no doubt about the intellectual 
quality and the scholarly value of these papers. 
Yet it is difficult to escape some doubt about 
their relevance for the future of world organiza- 
tion. Raymond B. Fosdick, in his Foreword, 
states: ‘“This book shows the pioneers at work. 
The forests have been felled and the clearings 
have been planted. The time for building is at 
hand.” If it is true that these men set out as 
pioneers to discover a new world, it might also 
be true that they did not see the Promised Land 
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and even overlooked what others had discovered 
before them. 

The relative value of the papers combined in 
this volume corresponds closely to the relative 
success of the different activities of the League 
of Nations. This is indeed a compliment to the 

editor and the contributors, for it testifies to the 
representative character of the work. The con- 
tributions dealing with “International Double 
Taxation,” “Standardizing World Statistics,” 
“Dangerous Drugs,” “International Health 
Work,” “Refugees,” and “Social Problems” 
provide excellent summaries of the valuable 
work the League of Nations has done in these 
fields. When one comes to the papers treating 
subjects such as “The World Court,” “Inter- 
national Civil Service,” “The International La- 
bor Organization,” “Control of Special Areas,” 
“Dependent Peoples and Mandates,” and 
“World Economics,” one is again grateful for 
the intelligent and faithful account which the 
papers provide of these particular activities of 
the League. Yet one is also aware of the in- 
adequacy of the methods which the League used 
and of the solutions which it suggested for prob- 
lems which are technical only at the surface but 
political in their essence and therefore require 
political methods and solutions. 

The papers which endeavor to discuss the 
fundamental problems of the League of Na- 
tions, such as “The Framework of Peace,” “Se- 
curity,” “Disarmament,” and “The League of 
Minds” provide a vivid illustration of the fail- 
ure of the League to solve the problem of peace 
and security which the first World War had 
intrusted to it. It is significant that this illustra- 
tion is not provided by any criticism of the or- 
ganization and the activities of the League but 
by its defense. The authors of these papers have 
no quarrel with the League but only with the 
governments which refused to use its instrumen- 
talities. As the author of the paper on “Se- 
curity” puts it: “We may conclude that collec- 
tive security did not fail but that it was never 
tried.” One might as well say that prohibition 
did not fail but that it was never tried. A critical 
observer might ask the question why it was 
never tried, and he might perhaps find the 
answer in the discrepancy between the philoso- 
phy of the League of Nations and the realities of 
international politics—a discrepancy which can 
be obliterated not by the attempt to superim- 
pose a set of abstract principles upon a recal- 
citrant reality but only by connecting instru- 
mentalities for peace and security with the in- 
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herent tendencies of international politics. Of 
this fundamental problem there is no more in- 
timation in this volume than there was in the 
philosophy and the activities of the League of 
Nations. 

Hans J. MorRGENTHAU 
University of Chicago 


Negro Labor: A National Problem. By ROBERT 
C. WEAVER. New York: Harcourt, Brace & 
Co., 1946. Pp. xiv+329. $3.00. 

Our failure to provide equal employment 
opportunities for members of American minor- 
ities has become the increasing concern of the 
federal government. No other individual can 
speak with greater authority on government’s 
role in lowering economic barriers for Negro 
workers than the author of Negro Labor: A 
National Problem. As a federal official in Wash- 
ington from 1933 to 1944, Dr. Weaver served 
successively in various agencies, the last being 
the War Manpower Commission. In this capac- 
ity, Weaver had primary responsibility for 
administering an equitable Negro employment 
policy, first with respect to federal and federal- 
ly financed construction projects and later in 
defense and war production. After June, 1941, 
however, he shared this responsibility with 
the President’s Fair Employment Practice 
Committee. 

This book is largely concerned with develop- 
ments in the status of Negro labor during the 
period from the beginning of the defense pro- 
gram in 1940 to the summer of 1945, and as 
such it represents in large measure an evalua- 
tion of the results of the policies the author ad- 
ministered. His appraisal is extremely objective. 
With refreshing candor he shows that the gov- 
ernment never put into effect a comprehen- 
sive, forceful program for securing equal em- 
ployment opportunities on government proj- 
ects or in war plants. The policy was piece- 
meal, was ignored by some agencies (most 
flagrantly by the United States Office of Educa- 
tion in its administration of government- 
financed training programs) and was flouted by 
most war contractors until the middle of the 
war period. Only after the reservoir of white 
labor (male and female) had been exhausted did 
industry begin to utilize Negro workers in 
other than traditional Negro jobs. And colored 
women were hired only after Negro men had 
been fully employed, though often below their 
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skills. This ugly fact augurs ill for the future of 
Negro workers, for it clearly demonstrates that, 
even in an all-out war effort, when presumably 
the extreme urgency plus the emphasis on pre- 
serving democratic ideals provides the most 
favorable climate for nondiscrimination in in- 
dustry, colored employables are used only as a 
last resort. 

The book is divided into three parts. After 
giving a brief historical survey, Part I (“Over- 
All Development”) describes the difficulties 
entailed in securing the utilization of Negro 
workers by defense and war contractors and 
the failure to provide them an equal opportu- 
nity to participate in the various government- 
sponsored training programs. Chapter v details 
the story of Negro participation in the conver- 
sion of the automobile industry to war produc- 
tion. The concluding chapter provides a general 
summary of Negro wartime employment. 

Part II (“Interpretation”) is poorly titled, 
for only a small portion of this section contains 
interpretative material. The opening chapter 
discusses the factors determining the racial- 
occupational patterns in American industry 
and the reasons for changes in these patterns. 
There follow descriptions of the opening of the 
aircraft industry and loca! transit platform 
positions to Negro workers, the story of the 
government’s wartime effort to enforce non- 
discrimination in employment, management’s 
role in utilizing colored workers, and the Ne- 
gro’s present status in the trade-union move- 
ment. The final chapter assesses the wartime 
gains made by the Negro industrial worker. 
Part III (“Implications for the Future”) at- 
tempts to forecast the Negro’s economic status 
during the reconversion and postwar periods, 
written from the vantage point of the spring of 
1945. In the concluding chapter the author pre- 
sents three conditions he holds necessary to in- 
sure equal employment opportunities for Ne- 
groes: (1) Maintenance of full employment; (2) 
establishment of machinery for a “smooth and 
quick reconversion”; and (3) passage of effec- 
tive fair employment practice legislation on the 
federal, state, and local levels. He also advo- 
cates better vocational guidance and training 
and calls upon the Negro community itself 
(p. 311) “to orient the black worker to partici- 
pate in and to understand organized labor.” 

In many respects this is an excellent book. 
The chapters entitled “The Role of Manage- 
ment and Seniority” and “A Special Problem 
in Reconversion” are first rate. But this re- 
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viewer finds most impressive the author’s 
treatment of the relation of the problems of the 
Negro, as a marginal worker, to the necessity of 
“full employment” and a substantial measure of 
economic security for all American workers. 
For, in such a climate, other workers (p. 307) 
“would have less motivation, and eventually, 
less inclination to keep their competitors down 
as a means of securing a larger segment of an in- 
adequate volume of employment and services. 

.... It is only in such a social and economic 
setting that America can hope to make real 
progress in solving its race problem.” While 
far from new, this concept is one that can bear 
restatement, and nowhere has it been so cogent- 
ly expressed in recent years. There are some 
who may disagree with Weaver’s analysis of the 
means by which full employment can be 
achieved within our present social-economic 
framework (he plumps for the proposals in 
Beveridge’s Full Employment in a Free Society 
and the Murray-Wagner Full Employment 
Bill), but the thesis that the Negro can progress 
toward economic equality only during periods 
of high-level employment is irrefutable. 

Most of the works written on Negro labor 
during the last ten years have given their pri- 
mary attention to specific industries or areas. 
While the author discusses several industries in 
detail, as already noted, he never loses sight of 
the forest for the trees. This gives the book a 
special merit for those charged with formulating 
and executing labor policies in industry and 
government who can spare little time for great 
detail. 

The book has several shortcomings which do 
not seriously detract from the merits already 
described. Excessive repetition occurs in numer- 
ous places (e.g., chapter vii, “Race and Jobs’’). 
The organization of the material could be im- 
proved. Again, after describing how the several 
federal agencies failed to follow a co-ordinated 
policy on nondiscrimination between 1940 and 
1945, with the result that the execution of the 
program was seriously weakened, the author 
does not even mention this matter in his pro- 
posals for the future. Finally, he fails to take 
note of certain concrete proposals of consider- 
able merit that have been advanced in other re- 
cent works (e.g., Herbert Northrup’s Organised 
Labor and the Negro). 

Weaver takes leave of the reader in a pessi- 
mistic vein, noting that none of his major pro- 
posals appear to have much chance of achieve- 
ment in the near future. While the excessive 
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reconversion unemployment freely predicted 
when he finished his volume has failed to ma- 
terialize to date, the rate of reconversion is 
seriously behind schedule and other problems 
not then foreseen have risen to plague us. This 
reviewer is forced to share the author’s fear 
that the future of the Negro’s upward economic 
struggle is not bright. 

Luoyp H. Baier 


Howard University 


National Collective Bargaining Policy. By In- 
DUSTRIAL RELATIONS COUNSELORS, INc. 
(Mono. 9.) New York, 1945. Pp. 103. $1.25. 


This brief monograph finds many defects in 
the government’s policy and administration, 
which it believes at least partially responsible 
for the “present disquieting state of employer- 
employee relations” (p. 3). It recommends ex- 
tensive revisions of the National Labor Rela- 
tions Act and related legislation, in order to 
“provide a legal framework within which em- 

yers and employees could work towards 

tter labor relations more constructively” 
(p. 4). Free collective bargaining on a basis of 
willing collaboration is considered “‘a necessary 
condition for the maintenance of the system of 
free enterprise” (p. 13), and the danger of ex- 
cessive government intervention is pointed out 
(p. 18). The government’s role should be re- 
stricted to “the function of establishing in the 
public interest the general pattern and scope of 
group relations” (p. 18). Under the headings of 
“Individual Welfare,” “Rights and Responsi- 
bilities,” and “Settlement Procedures,” there 
are detailed criticisms of union practices and of 
policies of the N.L.R.B. and the W.L.B., with 
references to the Railway Labor Act and to 
foreign experience. Such questions as the rights 
of unaffiliated employees, individual grievance 
handling, foreman collective bargaining, ‘man- 
agement prerogatives,” strikes in violation of 
contracts, strikes in industries affecting the 
public interest, cross-picketing, and others are 
discussed 


The study concludes that extensive amend- 
ments to the N.L.R.A. and the Railway Labor 
Act are needed. The N.L.R.B. should be author- 
ized to issue cease and desist orders against, and 
to deny its benefits to, labor organizations that 
fail to meet certain specified requirements (p. 
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27) or that engage in unfair labor practices, 
which are defined to include such actions as 
coercion, cross-picketing, mass picketing, sym- 
pathetic strikes, strikes in violation of agree- 
ments, jurisdictional strikes, and others. The 
area of discretion of the boards should be re- 
stricted by more precise definition of rights and 
responsibilities (pp. 44-45); the N.L.R.B. 
should be authorized to define the “area of col- 
lective bargaining” in order to “reserve to 
management those functions about which refus- 
al to bargain would not be an unfair labor prac- 
tice” (pp. 36-37, 41-42); any industry of vital 
public importance which demonstrates inability 
to settle disputes without hardship to the pub- 
lic should be made subject to the requirements 
of the Railway Labor Act (pp. 47-48). While it 
is recognized that the Norris-LaGuardia Act 
would be outmoded by the policies here recom- 
mended, it is felt that its continuance on the 
statute-books would “do no harm,” while to 
prupose repeal “might confuse more fundamen- 
tal issues and arouse avoidable opposition” 
(p. 58). 

The net effect of the regulations proposed 
would be greatly to extend the area of govern- 
mental intervention and to open the doors to 
increased litigation over the boundaries of 
rights and obligations in labor relations. The 
legality of strikes and other union actions would 
become a matter for governmental determina- 
tion by administrative or judicial process, at 
the same time that the administrative agencies 
would be limited more sharply than now in the 
area of their administrative discretion. (The 
possible unconstitutionality of some of these re- 
sirictions is not considered.) The emphasis of 
the plan is more upon legal rights than upon 
ways to bring about the “free self-disciplined 
collective bargaining” (p. 41) which is desirable. 
The danger is not faced that so detailed an at- 
tempt by government to lay down the rules 
might defeat that purpose, by encouraging the 
already too strong tendency of the parties in 
labor disputes to avoid their responsibility for 
settling their own disputes and making collec- 
tive bargaining work. Such a restrictive ap- 
proach as that of the larger part of these pro- 
posals seems to this reviewer to fail to meet the 
need for constructive solutions for some of the 
real problems discussed. 


Emity CLarK Brown 


Vassar College 
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Guideposts to a Free Economy: A Series of Essays 
on Enterprise and Government Finance. By 
Hariey L. Lutz. New York: McGraw- 
Hill Book Co., 1945. Pp. ix+206. $2.00. 


It is regrettable that this book should have 
been published. Although it contains essays on 
enterprise and government finance which con- 
tribute occasional insight into our fiscal problems 
(especially as seen in 1942 and 1943), taken asa 
group these essays represent the most conserv- 
ative, dogmatic, bitter, and sometimes in- 
accurate statements about fiscal policy which 
have ever come to this reader’s attention. The 
underlying tone of the book might be para- 
phrased as follows: “Unfortunately, we must 
have some government expenditures. Of the 
many onerous taxes, I suggest these as the 
least onerous.” There is almost no recognition of 
the fact that there are positive, constructive 
things in our society which can best be done by 
government. 

Furthermore, certain chapters in the book 
are already badly dated. This is especially true 
of chapter v (““Untaxing Business”), where Dr. 
Lutz observes about postwar plans “that none 
..+.contains the slightest reference to the 
fundamental matter of the tax load on the pro- 
ductive forces” (p. 40). By the summer of 1944, 
three widely publicized studies on postwar 
fiscal policy had a; peared in which the major 
focus was, in fact, on the very problem of 
business taxation. (Incidentally, all these 
studies, including that by Lutz, contributed to 
a better understanding of the problem of busi- 
ness taxation.) 

From these critical remarks, it is almost ob- 
vious that this book is primarily the (repeated) 
expression of certain articles of faith to which 
Lutz clings. These articles of faith, with which 
the reviewer disagrees in varying degree, in 
most instances, embrace both certain general 
convictions and certain specific beliefs as to 
fiscal policy. The main conviction is that the 
possibilities of expansion for private enterprise 
are as great today (that is, the present years) as 
they have ever been and that only the “dead 
hand” of government restrains this expansion, 
partly through “undue” regulation, partly 
through competition with business, partly 
through onerous taxation. Lutz admits the 
necessity for some government regulation of 
business (for his “specifications” see pp. 21-22), 
but there should be “no government in busi- 
ness” (p. 54), and the burden of taxation should 
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be reduced both by lower taxes and by a different 
tax structure, primarily to lift the blight of 
taxation from business. Reduced taxes mean 
reduced expenditures, however. Lutz is not one 
to permit either planned revenue or expenditure 
changes to fight inflation or deflation. (For his 
curse on “functional finance” see chap. xiii 
and below.) 

Lutz’s major specific articles of faith develop 
from his general conviction just outlined. Only a 
few of these articles may be noted and briefly 
commented upon: 

1. Nonrevenue objectives should not normally 
play an important role in taxation. It is safe to 
say that modern economic thought has come 
to exactly the opposite conclusion, that “non- 
revenue” objectives (such as helping to control 
inflation and deflation and limiting inequalities 
in distribution) should have priority in framing 
tax policy. 

2. All taxes on business should be removed, 
except for a moderate tax on business profits. 
Such action would give an important stimulus to 
private incentive. With this conclusion, Lutz can 
find much company among those who have 
written on postwar taxation, although the prob- 
lems of undistributed and uninvested earnings 
do not seem to cause him particular concern. 
In arriving at his general conclusion, however, 
Lutz fallaciously argues (for the first time in the 
reviewer’s experience) that there is a strong 
probability that ali taxes paid by business fall 
on business (see chap. iv). 

3- Tax policy at the federal level should center 
around stiff taxation of all sales at retail (p. 99), 
combined with a proportional income tax having 
exemptions for low incomes. It is possible to make 
out a case for a proportional income tax, but 
scarcely for a progressive income tax. Lutz cor- 
rectly sees the probability that progressive 
taxation will be used as a means of limiting 
economic inequality. But the trend in modern 
economic thought is that progressive taxes 
should be used for this very reason. 

4. Monetary-fiscal policies to create generally 
favorable conditions for economic stability are 
anathema. (Lutz regards most such policies as 
essentially “inflationary tricks,” and damns 
full-employment fiscal policies in several chap- 
ters, especially chaps. xiii and xv.) The effective 
functioning of monetary-fiscal machinery is the 
main hope of the economy to avoid mass un- 
employment in the future, in the opinion of 
many economists. 
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5. Federal government expenditures should be 
restricted to the very lowest possible amount in 
the postwar years, by which Luts means a budget 
of $14 billion (p. 162). As recently as two years 
ago, neither the Committee for Economic De- 
velopment nor the Twin Cities Group (both 
groups of businessmen) nor the National Plan- 
ning Association could bring their minimum 
estimates of postwar spending below $18 bil- 
lion. (The estimated 1947 budget is about $35 
billion.) Generally speaking, these studies 
squeezed defense expenditures down to $6 
billion; Lutz simply cuts out another $2.5 
billion. Lutz estimates $1.5 billion for the care 
of veterans in the postwar era. For 12,000,000 
veterans, it is already budgeted at $4.3 billion 
for fiscal 1947, and the reviewer hopes that this 
proves to be an “adequate”’ ceiling. Like Lutz, 
the reviewer wants to see public funds spent for 
worthwhile projects and purposes, but it is 
scarcely possible to blink our eyes at our postwar 
heritage. Incidentally, the position of Lutz is 
consistent with his general position, often im- 
plied, that government expenditures are un- 
fortunate necessities to be minimized wherever 
possible. 

If space permitted, it would be pure joy to 
list the name-calling phrases which Lutz has 
used. They are, however, on nearly every page 
and range from the expected “suffocating con- 
trol of bureaucracy” to the quite ingenious de- 
scription of a possible public works project 
“bridging the Mississippi River lengthwise” 
(p. 5). For sheer bitterness of expression, this 
little book is not often matched. 


Epwarp D. ALLEN 
Towa State College 


The Capital Levy. By Saun-Hstn Cuov. New 
York: King’s Crown Press, 1945. Pp.x+142. 
$2.25. 

Dr. Chou’s monograph makes a welcome 
contribution to tax literature. It covers the the- 
oretical aspects of a capital levy with extensive 
reference to European and British writings in 
the field. 

In favor of the capital-levy approach stands 
the fact that the levy is imposed but once and 
hence will be less deterring to investment or 
capital accumulation than are periodically as- 
sessed taxes. On the other hand, the capital levy 
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is found to have certain disadvantages, includ- 
ing disturbing effects on the money market, ad- 
ministrative difficulties, and failure to cover the 
taxation of “brain capital” which may be 
reached through a tax on earned income. As a 

device of war finance, the capital levy is helpful 

in expanding revenue but ineffective in curtail- 

ing current consumption as it is paid largely out 

of savings. Used to retire public debt, the capi- 

tal levy may be either deflationary or inflation- 

ary, depending upon the distribution of security 

holdings and the reactions of taxpayers and 

bondholders. 

Sections of the monograph are of interest to 
general tax theory rather than to the capital- 
levy problem. Thus, there is a lengthy chapter 
on algebraic and geometric formulations of tax 
progression dealing with the work of Edge- 
worth, Cassel, Einaudi, and others. This chap- 
ter, perhaps, contains the most interesting part 
of the study, collecting in convenient form ma- 
terials not readily available otherwise. 

The investment effects of a capital levy are 
not treated adequately, the only conclusion 
being that a capital levy is usually less detri- 
mental to investment than an income tax be- 
cause, being imposed but once and as a lump- 
sum tax, it does not affect the value of expected 
investment yields. Also, it is pointed out that 
the levy is likely to discriminate against equity 
capital. The problems of a recurrent capital tax 
and the characteristics which distinguish it from 
an income tax are not touched upon. 

At various places the study might well have 
been shortened and irrelevant material elimi- 
nated. Especially, there is a tendency to include 
elaborate algebraic formulations—such as those 
for investment and consumption theory—which 
are used but little or not at all in the subsequent 
analysis of the tax problem. Also, there is a 
tendency to develop certain simple conclusions 
in excessive detail, such as the discussion of the 
“production effects” of a capital levy (i.e., what 
happens under various competitive conditions if 
overhead costs are increased) which will be 
rather obvious to anyone familiar with price 
analysis. 

Nevertheless, this is a stimulating discussion 
which tax students will want to look at and 
parts of which may provide welcome assign- 
ment material for courses in public finance. 


Ricwarp A. MuSGRAVE 


Washington, D.C. 
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Sales Taxes and Other Excises. By Roy G. 
Briakey and Giapys C. Biakey. Chicago: 
Public Administration Service, 1945. Pp. 
xiv-+ 216. $3.00. 


It would be difficult to formulate a better 
brief evaluation of this monograph than is con- 
tained in the Foreword written by George H. 
Watson, executive director of the Federation of 
Tax Administrators: 

During the past few years state administrators 
and students of state taxation have felt a growing 
need for a concise, factual treatment of state general 
sales taxes and special commodity excises, brought 
up to date in a single volume. It has been the intent 
of the authors of this volume to fill that need. This 
is not a pretentious purpose, and it is not a preten- 
tious work, but it may confidently be expected to 
serve as a valuable current reference in the same 
way as the earlier work on State Income Taxes by 
Roy G. Blakey and Violet Johnson. 


The authors have taken great pains to collect 
and to present conveniently much factual in- 
formation about the current status of general 
and selective sales taxes in the United States. 
The fact that they have not, in this reviewer’s 
opinion, made significant contributions of an 
analytical nature does not reduce the solid 
values of this descriptive work. Systematic 
collections of data are an indispensable pre- 
requisite to the formulation of adequate tax 
policies. 

The monograph contains eight chapters. One 
chapter is devoted to each of the following 
types of sales taxes: general sales and use taxes, 
gasoline and other motor fuel taxes, alcoholic 
beverage taxes, cigarette and other tobacco 
taxes, and chain store taxes. The three remain- 
ing chapters deal, respectively, with proposals for 
a general federal sales tax, problems of inter- 
governmental relationships in sales taxation, 
and the shifting, incidence, and other economic 
effects of sales taxes. 

The five chapters treating particular types of 
state sales taxes are mainly descriptive in con- 
tent and reflect diligent research by the authors 
in both governmental and nonofficial source 
materials over a very wide area. Data on sales 
tax collections, administrative costs, and legis- 
lative and judicial developments—in most 
cases up through 1944—have been assembled 
from original sources. This information general- 
ly supplements that collected for earlier periods 
in the reviewer’s Economics of Retail Sales Tax- 
ation (1938), Maurice Criz’s The Use Tax 
(1941), the symposium on sales taxation in Lew 
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and Contemporary Problems (summer, 1941), 
and other works. Relations between sales tax 
revenues, aggregate state tax revenues, national 
income, and other economic variables are de- 
scribed via tables and a number of excellent 
charts. Limitations of space do not permit the 
presentation of detailed comments on these 
chapters, but it may be said in general that 
they have been competently prepared and suc- 
cinctly written. 

It is when the authors embark upon eco- 
nomic analyses of sales taxation and examine 
major issues of tax policy that their treatment 
becomes less than precise and convincing, and 
often trite and conventional. The discussion of 
the shifting, incidence, and economic effects of 
sales taxes proceeds along traditional lines to 
general conclusions that are not unacceptable, 
but which do not advance our understanding of 
these phenomena beyond the points reached a 
long time ago. In considering the proposal for a 
general federal sales tax, the authors simply de- 
scribe, without appropriate weighing, a large 
number of arguments for and against the prop- 
osition. This procedure leaves an unsophisti- 
cated reader with an impression that the “‘pain- 
lessness” to the consumer of paying sales taxes 
should be counted as a merit having a weight 
equal, on the positive side, to that of the re- 
gressivity of sales taxes on the negative side. 
This is manifestly untrue. 

The authors properly conclude that a federal 
sales tax would operate under current circum- 
stances as a counter-inflationary force. They 
add that direct price controls and recent 
changes in the federal revenue laws have 
weakened this argument for a general federal 
sales tax, presumably because they have 
brought into play other counter-inflationary 
measures. One may comment that it is difficult 
to point to amy recent changes in federal revenue 
policy that have helped to curb inflation. More 
important, the authors have failed to consider 
whether there are not other and better fiscal 
and monetary policies than a federal general 
sales tax to be invoked in the battle against 
further serious increases in prices. 

It is repeatedly stated that no individual tax 
proposal should be evaluated per se; only the 
tax system as a whole—federal, state, and 
local—should be evaluated. “An individual tax 
should be judged not as if it stood alone, but on 
the basis of whether or not it improves the whole 
system. If we have highly progressive income 
taxes and death taxes, a regressive sales tax 


may be acceptable to round out the system” 
(p. 199). To accept this principle without quali- 
fication is to confuse hopelessly the issues of 
tax policy and to delay a long overdue recon- 
struction of the national revenue system. For 
the principle requires one to tolerate defects in 
one levy on the ground that they compensate 
for errors in other imposts. Inevitably, it leads 
to a “do nothing” attitude. Progress toward a 
unified, equitable, and efficient revenue sys- 
tem requires that each existing or proposed 
revenue measure should be analyzed sepa- 
rately on its own merits. 

Net H. Jacosy 


University of Chicago 


The Incidence of Excess Profits Taxation. By 
Marion Hamitton Grim. (“Columbia 
University Studies in History, Economics 
and Public Law,” No. 514.) New York: 
Columbia University Press, 1945. Pp. 179. 
$2.75. 

Within its scope, this book is a competent 
piece of work. Miss Gillim shows herself to be 
skilled in the techniques of analysis of equilib- 
rium of the firm. She thoroughly discusses an 
impressive number of contingencies. 

The book begins with a brief summary of 
some leading discussions of the incidence of a 
general income tax and of partial income taxes. 
It then treats the price effects of an excess prof- 
its tax under conditions of pure competition 
and monopoly or monopolistic competition, in 
the market period, short period, and long 
period. Distinctions are made between a tem- 
porary and a permanent tax and a graduated 
and a proportional tax. The analysis is careful 
and detailed. The book will appeal to students 
interested in the application of price theory to 
the field of taxation. 

The reader looking for conclusions, tentative 
or otherwise, about the effect of the wartime 
excess profits tax, or any excess profits tax, on 
prices and wages will be disappointed. The book 
is essentially a detailed report on an unsuccess- 
ful experiment. Miss Gillim has applied a set of 
analytical techniques to a problem of great 
theoretical interest and considerable practical 
importance and found that it yields very little. 

The author does not attempt to strike a 
balance between influences of the excess profits 
tax which may work for higher prices and those 
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which would indicate unchanged or lower prices. 
She does not always evaluate carefully the 
relative importance of considerations men- 
tioned as possible limitations on the view that 
a tax on profits does not affect prices. The re- 
sults of the study are summarized by the author 
as follows: 

From these varied effects, some operating in the 
direction of higher prices and others in the direction 
of lower prices, the net effect of an excess profits tax 
is not ascertainable. It probably wili be different for 
different types of product, for different firms, and 
for different periods of time. If an excess profits tax 
is examined primarily as a war measure, there will 
be additional powerful factors affecting prices and 
profits. The effects of these non-tax forces, related 
specifically to a war period, may oppose some of the 
tendencies indicated in the above conclusions (p. 
164). 


The book makes only scattered references to 
the significance of changes in income flows and 
other general economic developments for the 
price effects of an excess profits tax. These few 
remarks are not well integrated into the 
analysis. 

The author has undertaken a deductive 
rather than inductive approach. Nevertheless, 
she is subject to criticism for suggesting, with- 
out further examination, the proposition that 
the aggregate volume of corporate profits in the 
war years indicates that “prices have been set 
sufficiently high to allow plenty of leeway, 
possibly in anticipation of the payment of the 
excess profits tax” (p. 165). It is quite possible 
to argue that profits before taxes during the 
war were about what should have been expected 
at the wartime level of private output. Sketchy 
evidence available suggests that the peacetime 
relationship of corporate profits before taxes 
and total private output was rather closely ap- 
proximated. If statistics of corporate profits are 
to be introduced at all, it would seem that their 
significance should be more fully considered. 


RicHarp GoopE 
Washington, D.C. 


100% Money: Designed To Keep Checking Banks 
100% Liquid; To Prevent Inflation and De fla- 
tion; Largely To Cure or Prevent Depressions; 
and To Wipe Out Much of the National Debt. 
By Irvinc FisHer. 3d ed. New Haven: 
City Printing Co., 1945. Pp. xxiv+257. 
$1.00. 


Professor Fisher’s familiar tract has been re- 
issued' under circumstances vastly changed 
from those prevailing when it first appeared. In 
1935 the overriding economic and monetary 
problem was that of depression. The banking 
system had only recently been refurbished. The 
chief fault of the banking system then evident 
was its inability to remain solvent and to resist 
deposit contraction. Now inflationary forces 
predominate. In a structural sense the banking 
system is wholly “sound” and solvent, and the 
danger is the lack of means (or at least the lack 
of will) to resist monetary expansion. 

It is disappointing that Fisher did not re- 
examine the 100 per cent plan in the light of these 
new circumstances. When the plan first emerged 
in the memorandum of the Chicago economists, 
its great virtue was the means it offered for avoid- 
ing autonomous contraction of the money sup- 
ply. It broke the link between short-term pri- 
vate debt and the volume of bank deposits, and 
it made immaterial the division of the money 
supply between currency and demand deposits. 

But now, with federal government securities 
dominating the assets of the banking system, it 
is unlikely that the money supply would shrink 
materially under the impact of depression. And 
with the new latitude in Federal Reserve Bank 
reserve requirements, changes in the relation- 
ship between currency and demand deposits do 
not need to put pressure on banking reserves. 
The problem now faced is that of revitalizing 
the traditional instruments of credit control 
and/or of devising new instruments which can, 
when needed, check monetary expansion. The 
financing of wartime deficits expanded the pub- 
lic debt so much that it now overshadows the 
whole private-debt structure. Much of this debt 
is in the banking system and, without added 
safeguards, more could creep in. In public-debt 
management the distinction between monetized 
public debt and public debt absorbed by volun- 
tary savings has not been made with adequate 
finality. The sale of nonmarketable securities 
which commercial banks could not buy at any 


* The current edition is unchanged from the sec- 
ond edition except for an addendum, mainly biblio- 
graphical in nature. The second edition, while re- 
written in parts, was not materially different from 
the original edition reviewed in this Journal, XLIV, 
No. 1 (February, 1936), 133-34- 

*A distinction of rather drastic form between 
these parts was proposed by Henry C. Simons, “On 
Debt Policy,” in this Journal, Vol. LII, No. 4 
(December, 1944). 
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time and of marketable securities which com- 
mercial banks cannot acquire until their ma- 
turity is suitably shortened was a partial recog- 
nition of this distinction. But a sizable volume 
of securities eligible for bank purchase was sold 
outside the banking system, and the amount 
now outstanding is very large—about $25 bil- 
lion. And the tradition which formerly re- 
strained bankers from holding a great volume of 
long-term securities is now almost forgotten. 

At the same time, the responsibility of the 
Federal Reserve System for assuring the Treas- 
ury of a continuing market for the floating debt 
($70 billion or more a year, not counting non- 
marketable issues redeemable on demand) at 
rates of interest which are considered reasonable 
has nearly hamstrung the credit-control instru- 
ments of open-market operations and discount 
rates. Even if the paralysis of these powers were 
cured, it is not at all sure that they could effec- 
tively restrain monetary expansion. With a 
constant and sizable stream of maturing issues, 
banks can secure reserve funds whenever they 
wish by refusing to exchange maturing issues 
and taking cash. If the Treasury could not out- 
bid the private market for funds, resort to Fed- 
eral Reserve credit would be very likely. 
Though banks might have to pay a stiff price, 
they can, with present short-term federal gov- 
ernment security holdings, always get reserve 
funds, on the basis of which multiple credit ex- 
pansion can take place. 
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It is by no means certain that monetary ex- 
pansion will occur even in the absence of reserve 
restraint. Inertia, the lack of loan demand, and 
thin capital-deposit ratios may check monetary 
expansion. But if a considerable change in the 
price level occurs, these structural checks may 
not be enough. 

Unchanged, the 100 per cent plan provides 
no remedy for these new circumstances. But it 
may have in it the clues for a solution. Certainly 
the recent advocates of new special reserve 
plans—Seltzer,} Leland,‘ and the C.E.D. econo- 
mistss—owe a large intellectual debt to the 
framers of the 100 per cent plan. All these new 
plans suffer, as does the 100 per cent plan, from 
serious technical shortcomings. None of them 
could be introduced without serious disruption 
of the financial structure. But they illustrate the 
shape of changes that may be coming. 


I. RoBINSON 
Washington, D.C. 


3“The Changed Environment of Monetary- 
Banking Policy,” a paper delivered at the American 
Economic Association, February, 1946. 

4 “The Government, the Bank, and the National 
Debt,” address before the Institute of Business and 
Economic Problems, University of Pittsburgh, 
January 16, 1946. 

5 C.E.D. Research Staff, Jobs and Markets (New 
York: McGraw-Hill Book Co., 1946). 
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